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FEDERAL REAL PROPERTY MANAGEMENT:
OBSTACLES AND INNOVATIVE APPROACHES
TO EFFECTIVE PROPERTY MANAGEMENT

THURSDAY, APRIL 29, 1999

HOUSE OF REPRESENTATIVES, SUBCOMMITTEE ON GOV-
ERNMENT MANAGEMENT, INFORMATION, AND TECH-
NOLOGY, COMMITTEE ON GOVERNMENT REFORM, JOINT
WITH THE SUBCOMMITTEE ON EcoNoOMIC DEVELOP-
MENT, PUBLIC BUILDINGS, HAZARDOUS MATERIALS AND
PIPELINE TRANSPORTATION, COMMITTEE ON TRANSPOR-
TATION AND INFRASTRUCTURE,

Washington, DC.

The subcommittees met, pursuant to notice, at 10 a.m., in room
2167, Rayburn House Office Building, Hon. Stephen Horn (chair-
man of the subcommittee on Government Management, Informa-
tion, and Technology) presiding.

Present for the Subcommittee on Government Management, In-
formation, and Technology: Representatives Horn, Biggert, and
Ose.

Present for the Subcommittee on Economic Development, Public
Buildings, Hazardous Materials and Pipeline Transportation: Rep-
resentatives Franks, Norton, and Shows.

Staff present for the Subcommittee on Government Management,
Information, and Technology: J. Russell George, staff director and
chief counsel; Bonnie Heald, director of communications, profes-
sional staff member; Randy Kaplan, professional staff member;
Mason Alinger, clerk; Jon Bouker and Faith Weiss, minority coun-
sels; and Earley Green, minority staff assistant.

Staff present for the Subcommittee on Economic Development,
Public Buildings, Hazardous Materials and Pipeline Transpor-
tation: Rick Barnett, professional staff member; and Susan Brita,
minority professional staff member.

Mr. HORN. A quorum being present, the joint hearing of the
House Subcommittee on Government Management, Information,
and Technology and the Subcommittee on Economic Development,
Public Buildings, Hazardous Materials and Pipeline Transportation
will come to order.

The Federal Government is one of the world’s largest owners of
real estate. Its vast portfolio consists of more than 500,000 build-
ings located on more than 560 million acres of land. These holdings
are under the custody and control of more than 30 Federal depart-
ments and agencies. They represent a taxpayer investment of more
than $300 billion.
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We are here today to examine the ways to improve the manage-
ment of these assets. Overall, the Federal Government has not
been a good steward. There is mounting evidence that the physical
condition of Federal buildings has been allowed to deteriorate.
Roughly half of these buildings are more than 50 years old.

Last year, a National Research Council Committee independently
studied the status of many of these Federal facilities. The com-
mittee found that maintenance and repair programs have persist-
ently been underfunded. As a result, many buildings have deterio-
rated to a point that they now require major repairs to bring them
up to an acceptable health and safety standard.

Federal facilities program managers are being encouraged to be
more businesslike and innovative. However, the committee found
that current management and financial processes create disincen-
tives and, in some cases, barriers to cost effective property manage-
ment and maintenance.

For example, Ellis Island in New York Harbor—and this com-
mittee has walked that ground—is a highly visible example of this
neglect. For nearly 100 years, the buildings and structures on Ellis
Island housed and received 12 million immigrants, including my
own father in 1903. Among its 36 historic buildings, 32 have been
so neglected that two-thirds of this national treasure could soon be
lost to catastrophic structural failure.

And if we could turn these pages, we will find out what great
mystery is next.

At the same time, millions of dollars are being spent on buildings
that no longer serve their intended purpose. Downsizing of the Fed-
eral work force and changing agency missions have resulted in an
excess of Federal buildings and work space that are costly and an
inefficient use of the taxpayers’ money.

However, in many cases, the laws and regulations governing the
disposition of these excess facilities create disincentives that, in
fact, make the process expensive, time consuming and difficult.

On March 10 of this year, for example, the General Accounting
Office testified before the House Subcommittee on Health that the
Department of Veterans Affairs could spend billions of dollars over
the next 5 years operating hundreds of unneeded buildings. The
General Accounting Office concluded that the Department of Vet-
erans Affairs could greatly enhance veterans’ health care simply by
reducing the resources it spends on underused buildings.

We cannot continue to ignore the consequences of not maintain-
ing our public buildings. The investment made in these assets war-
rants sustained, appropriately timed, and targeted maintenance.
The Federal Government needs to develop a strategy for facility
management, maintenance, and accountability for stewardship that
will optimize limited resources while protecting the value and
functionality of the Nation’s public buildings and facilities.

Today, we are going to look at how the Federal Government
manages its vast portfolio of real property. There are currently a
variety of laws governing the acquisition, maintenance, and dis-
posal of these assets. We will examine whether these laws help
agencies effectively and efficiently manage this property and
whether the agencies have some suggestions of what else needs to
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be amended in the laws to make their life a little easier and more
effective.

We have before us many knowledgeable witnesses to discuss the
problems, policies, and procedures surrounding the management
disposal of Federal real estate. Among our panelists are represent-
atives from five of the largest land-holding agencies. This impor-
tant issue affects hundreds of communities across our Nation. We
welcome them. And we look forward to their testimony.

I now yield to Chairman Franks, whose committee is meeting
with us in this joint session for his opening statement.

[The prepared statement of Hon. Stephen Horn follows:]
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“Oversight of Federal Real Property Management: Obstacles and Innovative
Approaches to Effective Property Management”

April 29, 1999

OPENING STATEMENT
REPRESENTATIVE STEPHEN HORN (R-CA)

Chairman, Subcommittee on Government Management,
Information, and Technology

A quorum being present, the joint hearing of the House Subcommittee on
Govemnment Management, Information and Technology, and the Subcommittee on
Economic Development, Public Buildings, Hazardous Materials and Pipeline
Transportation will come to order.

The Federal Government is one of the world’s largest owners of real estate. Its
vast portfolio consists of more than 500,000 buildings located on more than 560 million
acres of land.

These holdings are under the custody and control of more than 30 Federal
departments and agencies. They rep a taxpayer in of more than $300
billion. We are here today to examine ways to improve the management of these assets.

Overall, the Federal Govemnment has not been a good steward. There is mounting
evidence that the physical condition of Federal buildings has been allowed to deteriorate.
Roughly half of these buildings are more than 50 years old.

Last year, a National Research Council committee independently studied the
status of many of these federal facilities. The committee found that maintenance and
repair programs have persi ly been under-funded. As a result, many buildings have
deteriorated to the point that they now require major repairs to bring them up to
acceptable health and safety standards.

Federal facilities program managers are being encouraged to be more businesslike
and innovative. However, the committee found that current management and financial
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processes create disincentives and, in some cases, barriers to cost-effective property
management and maintenance.

Ellis Island in New York harbor is a highly visible example of this neglect. For
nearly 100 years, the buildings and struetures on Ellis Island housed and received 12
million immigrants. Among its 36 historic buildings, 32 have been so neglected that two-
thirds of this national treasure conld soon be lost to catastrophic structural failure.

At the same time, millions of dollars are being spent on buildings that no longer
serve their intended purpose. Downsizing of the federal workforce and changing agency
missions have resulted in an excess of Federal buildings and workspace that are a costly
and inefficient use of taxpayers’ money.

However, in many cases, the laws and regulations governing the disposition of
these excess facilities create disi ives that, in fact, make the process expensive, time-
consuming and difficult.

On March 10® of this year, for example, the General Accounting Office testified
pefore the House Subcommitice on Health that the Department of Veterans Affairs could
spend billions of dollars over the next five years operating hundreds of unneeded
buildings, The General Accounting Office concluded that the Department of Veterans
Affairs could greatly enhance veterans” health care simply by reducing the resources it
spends on underused buildings.

We canniot continue to ignore the conseq of not maintaining our public
buildings. The investment made in these assets warrants sustained, appropriately timed
and targeted maintenance.

The Federal Gov needs to develop a strategy for facility management,
maintenance and accountability for stewardship that will optimize limited resources while
protecting the value and fanctionality of the nation’s public buildings and facilities,

Today, we will look at how the Federal Government manages its vast portfolio of
real property. There are currently a variety of laws governing the acquisition,
maintenance and disposal of these assets. We will examine whether these laws help
agencies effectively and efficiently manage this property.

‘We have before us many knmowledgeable wi to di the probl
policies, and procedures surrounding the management and disposal of Federal real estate.

1

Amonyg our panelisis are rep ives from five of the largest land-holding agencies.

This important issue affects hundreds of communities across our nation. We
welcome them, and look forward to their testimony.



Mr. HORN. Mr. Franks.

Mr. FRANKS. Thank you, Chairman Horn. It is a delightful oppor-
tunity to share jurisdiction of this hearing with you. I would like
to not only recognize but thank you and commend you for your ex-
traordinary leadership you have displayed in so many areas of gov-
ernment management and particularly in the area of Y2K compli-
ance, forcing the government to look at itself in the mirror and
make certain that we were leading the way in terms of being pre-
pared for the turn of the new millenium. I want to thank you on
behalf of all Americans.

I will keep my opening statement brief. Before I begin, though,
I would like to ask unanimous consent that my colleague from the
Transportation Committee, Mr. Blumenauer, be able to submit a
statement for the record.

Mr. HOrRN. Without objection, so ordered.

Mr. FRANKS. I would like to welcome the Members and our wit-
nesses to this hearing today. I would also like to thank Chairman
Horn for working closely with the subcommittee which I chair in
planning and developing this hearing on alternatives for funding
Federal capital investment projects with public pride and partner-
ships.

We welcome new ideas to better manage our Federal assets.
Managing our Federal assets is something that needs to be done
with the assistance and cooperation of the private sector. I am sure
some of our witnesses here today will agree with that.

One facility management component that is often overlooked is
the role the facility places in promoting an agency’s mission. As the
mission changes, so does the agency’s facility’s needs. These needs
have to be accounted for in the context of the Federal budgetary
constraints. This is in the form of repair and alteration projects,
new Federal construction projects, or in the case of downsizing, dis-
posing of underutilized facilities.

I am well aware in the case of the General Services Administra-
tion that short-term expensive operating leases are increasingly
used instead of long-term capital improvement projects to meet
space needs. Short-term leases reduce the overall government
budget at the present time only because these expenditures are
counted as annual costs.

The overall impact of this decision places an ever-increasing bur-
den on GSA’s buildings’ budget. This year, GSA will devote 50 per-
cent of its budget for lease payments. Each year, GSA has less to
spend on the important areas of repairs, innovations, and new con-
struction.

The current budget process also emphasizes design and construc-
tion cost of a new facility. When these costs account for 5 to 10 per-
cent of the total life cost of the building, operations and mainte-
nance account for 60 to 85 percent of the total cost of ownership.
Public-private partnerships could be in the government’s best eco-
nomic interest in meeting the long-term needs of a facility.

With that, Mr. Chairman, I would like to join you in welcoming
our witnesses and look forward to the creative ideas that they will
share with us today.

Mr. HORN. I thank the gentleman.

[The prepared statement of Hon. Bob Franks follows:]
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OPENING STATEMENT FOR THE
HONORABLE BOB FRANKS

JOINT HEARING ON PUBLIC-PRIVATE PARTNERSHIPS
APRIL 29, 1999

‘Thank you Chairman Homn. 1 will keep my opening statement brief. Before
1 begin, I would like to ask unanimous consent that my colleague from the
Transportation Committee, Mr. Blumenhauer, be able to submit a statement for the
record.

I would like to welcome the Members and our witnesses to this hearing
today. I would also like to thank Chairman Hom for working closely with the
Subcommittee which I chair in planning and developing this hearing on alternatives
for funding Federal capital investment projects with public-private partnerships.
We welcome new ideas to better manage our Federal assets.

Managing our Federal assets is something that needs to be done with the
assistance and cooperation of the private sector. I'm sure some of our witnesses
here today will agree with that. One facility management component that is often
over-looked is the role a facility plays in promoting an agency’s mission. As a
mission changes, so does an agency’s facility needs. These needs have to be

accounted for in the context of Federal budgetary constraints. This is in the form of
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repair and alteration projects, new Federal construction projects, or in the case of
downsizing, disposing of underutilized facilities.

I am well aware, in the case of the General Services Administration that
short-term expensive operating leases are increasingly used instead of long-term
capital improvement projects to meet space needs. Short-term leases reduce the
over all government budget in the present time, only because these expenditures are
counted as annual costs. The overall impact of this decision places an ever-
increasing burden on GSA’s buildings budget. This year GSA will devote 50% of
its budget for lease payments.

Each year GSA has less to spend on the important areas of repairs,
renovations and new construction. The current budget process also emphasizes
design and construction cost of 2 new facility, when these costs account for 5-10%
of the total life cost of the building. Operations and maintenance account for 60-
85% of the total costs of ownership. Public-private partnerships couid be in the
government’s best economic interest in meeting the long-term needs of a facility.

I would like to mention that the Administration did not recommend
courthouse construction funding for the third consecutive year. In years past, the
Committee has found ways to authorize court-related projects. I have taken the

position that if the Administration does not see fit to request funding for these
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projects, and will not explain the reasoning behind that decision, the Congress and
particularly this Commitice, cannot go forward with authorizing projects until and
unless the Administration is committed to this program.

With that, I would like to welcome our witnesses and look forward to what

creative ideas they will share with us today.
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Mr. HogrN. The ranking member on the Subcommittee on Gov-
ernment Management, Information, and Technology is Mr. Turner.
The gentleman from Texas and your opening statement would be
welcome.

Mr. TURNER. Thank you, Mr. Chairman. We are here today to ex-
ercise the responsibility of the Congress to oversee the manage-
ment of Federal property. As we know, the Federal Government’s
real estate portfolio is vast and diverse, and one size clearly does
not fit all.

As we move into the next millenium, and the government hope-
fully continues to operate more like a business, Federal property
management must also become more flexible and more innovative.

Today, we will hear about recent efforts to engage in alternative
and innovative management practices at the Federal level. We will
also hear about unique Federal partnerships with other public,
nonprofit, and for profit entities.

For the past 50 years, Federal property has been purchased,
managed, and disposed of under the authority of the Federal Prop-
erty and Administrative Services Act of 1949. The principles estab-
lished by this law have worked extremely well over the years, as-
suring the American people the value of Federal property will be
maximized.

While discussing this issue today, I think it’s appropriate to rec-
ognize the invaluable contribution and achievements of a former
Government Reform Committee staff member, Mr. Miles Romney,
who devoted his career to public service and devoted his attention
to Federal property management issues. He recently succumbed to
cancer.

Mr. Romney left an indelible mark on Federal property manage-
ment and the Government Reform Committee, serving on this com-
mittee staff continuously from 1956 to 1997. As we look to new ap-
proaches, we would do well to remember Mr. Romeny, who was
guided by the belief that Federal property was a sacred trust held
by the government for the American people.

It is my belief that it is the government’s responsibility to use
Federal property wisely and efficiently; and when it is no longer
needed, the government must assure that its disposal occurs with-
out prejudice or favor.

While the policies and principles of the 1949 Property Act have
served us well, it may be time to consider modifying particular as-
pects of the law to encourage more innovative and modern ap-
proaches to management and disposal.

For example, certain types of public-private partnerships have
proven to be very successful, and we will hear about the character-
istics of their success today. In addition, Congress could consider
increasing incentives for agencies to dispose of property that they
no longer need by allowing them to retain a portion of the revenue
generated by the sale. These are just a few ideas that we should
explore vigorously.

I look forward to the testimony from all of the witnesses today
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and thank Chairman Horn and Chairman Franks for holding this
hearing today.

Thank you, Mr. Chairman.

Mr. HoRgN. I thank the gentleman.

[The prepared statement of Hon. Jim Turner follows:]
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OPENING STATEMENT FOR THE HONORABLE JIM TURNER
“OVERSIGHT OF FEDERAL REAL PROPERTY MANAGEMENT:
OBSTACLES AND INNOVATIVE APPROACHES TO EFFECTIVE

PROPERTY MANAGEMENT”

APRIL 29, 1999

1 am pleased that we have the opportunity today to discuss federal property
management. The federal government’s real estate portfolio is vast and diverse.
One size clearly does not fit all. As we move into the next millennium and the
government operates more like a business, federal property management must also
become more flexible, more innovative. Today we will hear about recent efforts to
engage in alternative and innovative management practices at the federal level. We
will also hear about unique federal partnerships with other public, nonprofit, and

for profit entities.

For the past 50 years, federal property has been purchased, managed, and
disposed of under the authority of the Federal Property and Administrative Services
Act of 1949 (the 1949 Property Act). The principles established by this law have
worked extremely well over the years, assuring the American people that the value

of federal property will be maximized.

While discussing this issue, it is appropriate to recognize the invaluable
contribution and achievements of a former Government Reform Committee staff
member, Mr. Miles Romney, who devoted his career in public service to federal
property management and recently succumbed to cancer. Miles left an indelible
mark on federal property management and the Government Reform Committee,

serving on this Committee’s staff continuously from 1956 to 1997.
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As we look to new approaches, we would do well to remember Miles, who
was guided by the belief that federal property was a sacred trust held by the
government for the people. It is my belief that it is the government's responsibility
to use federal property wisely and efficiently, and when it is no longer needed, the

government must assure that its disposal occurs without prejudice or favor.

While the policies and principles of the 1949 Property Act have served
Americans well, it may be time to consider modifying particular aspects of the law
to encourage more innovative, modern approaches to management and disposal.
For example, certain types of public-private partnerships have proven to be very
successful, and we will hear about the characteristics of their success today. In
addition, Congress couid consider increasing incentives for agencies to dispose of
property that they no longer need by aliowing them to retain a portion of the
revenue generated by the sale. These are just a few of the ideas that we should

explore vigorously.

I look forward to the testimony from all of the witnesses today, and would
like to thank Chairman Homn of the Government Management Information and
Technolegy Subcommittee and Chairman Franks of the Subcommittee on
Economic Development, Public Buildings, Hazardous Materials and Pipeline

Transportation {the Public Buildings Subcommittee) for holding this hearing.
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Mr. HORN. And now the ranking member for Mr. Franks’ sub-
committee, the Subcommittee on Economic Development, Public
Buildings, Hazardous Materials and Pipeline Transportation of the
full Committee on Transportation and Infrastructure, Ms. Norton,
the Delegate from the District of Columbia.

Ms. NORTON. Thank you, Mr. Chairman.

I ask unanimous consent to incorporate the statement of the
ranking member, Mr. Wise, who is unable to be here this morning
before I make my own statement.

Mr. HORN. Without objection.

[The prepared statement of Hon. Robert E. Wise follows:]
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Statement
Robert E. Wise
Subcommittee on Public Bulldings and Economic Development,
Hazardous Materials and Pipsline Safety, joint hearing with
Subcommittee on Government Management
42899

Thank you, Mr. Chairman. It is a pleasure to be here this moming
and to be hokding this hearing with the Government Reform
Committee, Subcommittee on Government Management - a
committee with which the Transportation Committee has a great deal
in common.

The concepts of effectiveness and efficiency for government
operations are grounded in the Federal Property and Administrative
Services Act as well as the Public Buildings Act and are the genesis
of the General Services Administration.

Through thoroughly modern management practices, government
wide policies, and state-of-the-art systems the GSA can have a
profound effect on the administrative budgets of all foderal agencies.
GSA is more than the largest real estate operation, and the nation’s
procuring agent. In its government wide policy role the agency
shapes procedures — determining agency expenses which are
clearly reflected in various budgets.

GSA can and should be a lead agency in overall facilities
rmanagement issues. Although the governments’ holdings are
extremely varied, ranging from battle ships to vest pocket parks, the
inventory could benefit from such practices as uniform accounting
standards and perhaps a central disposal entity.

The state of the nation’s inventory is well documented — it is
deteriorating ~ and it has been for quite some time. For example,
almost 20 years ago, the nation almost lost Ellis Island for lack of
capital funds. As Congress has struggled to balance the budget,
funding for our infrastructure has become a casualty of the struggle.
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The witnesses here this morning are experts in trying to do more with
less and according to GAO some are the beneficiaries of statutory
authority, good organizational structure, and solid support on Capitol
Hill and within the local community.

| am interested in hearing from these witnesses and thank you, Mr.
Franks and Mr. Horn, for providing the opportunity for us to learn
more about best practices from both inside and outside the
government.
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Ms. NORTON. I appreciate your leadership, Mr. Chairman, and
that of my own chairman, Mr. Franks, in organizing this important
hearing about a subject badly in need of oversight, the oversight of
real property management of the Federal Government.

I have two concerns that I would like to discuss in opening this
hearing. The first is my long-time interest in the effect of the scor-
ing rules, which have essentially destroyed any National Building
Program of the United States of America.

Originally proposed as a way to control the budget, these rules
have had an unintended effect that we have not been able to over-
come. They have wreaked havoc on GSA’s ability to house the Fed-
eral work force. And they cost us billions of dollars in rent because
we are unable to build on Federal land often in order to house Fed-
eral facilities.

This matter is of such urgency that I went and testified last year
before the President’s Commission on Capital Budgeting. I myself
favor a capital budget for the Federal Government and believe it
is only out of a long tradition that we don’t have a capital budget.

States, localities, and cities have learned how to work capital
budgets so that they don’t get out of hand and so that they do con-
trol expenditures and so that you do spend capital funds for capital
budgeting and operational funds for operational matters. It is time
that the Federal Government learns that, and we will not be able
to effectively manage our real property for the Federal Government
unless we come into the 20th century when it comes to capital
budgeting.

I have a special interest as well, Mr. Chairman, in the discussion
that we will take here today about public-private partnerships.
Among the ways in which this will be discussed undoubtedly will
be the report of the GAO entitled, “Public-Private Partnerships Key
Elements of Federal Building and Facility Partnerships.”

I note that the report focuses on a number of elements that all
of these effective partnerships had. One of those elements was spe-
cific legislation. And among the six projects that is studied as an
effective public-private partnership is the Presidio.

I note, for the record, that in the Nation’s Capital, there is an
enormous tract of land owned by the Federal Government, 57 acres
55 acres at the Southeast Federal Center. If this land were in the
hands of private developers, its worth would be off the charts. The
Federal Government has let this land, within 5 minutes of the Cap-
itol, lie fallow.

The Defense Department understood what to do when Crystal
City, a naval operation closed in Arlington. They moved to renovate
the Navy Yard in the District of Columbia, which is right next to
the Southeast Federal Center. And, of course, it is now well along
the way of being rehabilitated.

They are anxious that the Federal Government take this strip of
land and do something with it. If you don’t do something with it,
we are going to sell it to somebody who will because it is one of
the most expensive pieces of land on the East Coast, given its loca-
tion and its proximity.

The major difficulty has been that Federal agencies want to be
on Constitution Avenue or K Street. And somehow or the other,
OMB and GAO, despite the billions it costs us now to rent for
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space for Federal agencies that don’t have the wherewithal to, in
fact, get agencies to come to this location so close to the Capitol.

One way to utilize this land might be to form some form of Fed-
eral public-private partnership like the ones that the GAO has
studied. I welcome the opportunity to hear more about how this
has been done in other jurisdictions.

And I particularly commend your leadership and that of Mr.
Franks for the hearing that you called today.

Thank you, Mr. Chairman.

Mr. HorN. Thank you.

The gentlewoman from the District of Columbia makes a number
of very important points, especially with regard to the capital budg-
et. Mr. Clinger, when he a chaired the Committee on then Govern-
ment Operations, now Government Reform, he was very interested
that we have held hearings on it. We haven’t forgotten it. This is
a case of getting some people to wind down and others to wind up.
I think some of the testimony this morning will be immensely help-
ful.

Let me just give you the procedural way this hearing will be con-
ducted. Since we are an investigating Committee of Government
Reform, all witnesses will be sworn in. And the first two panels I
will preside over. The third panel, the tough one, Mr. Franks will
preside over. That’s the General Services Administration, our good
friends. They have testified before us many times, and Mr. Franks
knovsis more about them than I do. So he will preside over the third
panel.

Also, we would like you to summarize your statements as best
you can. We have your statements. We have read your statements.
If you could do it in 5 or 8 minutes, that would be fine, but that
would leave us more time for a dialog with you. And that is what
we like is to, having read your statement, having heard your sum-
mary, we can get down to some questions. Your full statement is
automatically put in the minute we call on you. So we don’t need
a lotdof “without objection, we will do this and that.” It is in the
record.

We will ask the first panel that is here, we have Mr. William
Gregory, member, Committee to Assess Techniques for Developing
Maintenance and Repair Budgets for Federal Facilities of the Na-
tional Research Council. It sort of sounds like a doctoral disserta-
tion. Usually, there is something and a colon that goes on for three
sentences in science. But we are deeply grateful for the work the
Research Council has done.

And a long time friend of both our subcommittees, Mr. Chris-
topher Mihm, the Associate Director of Federal Management and
Workforce Issues, General Government Division, General Account-
ing Office, part of the legislative branch, does a splendid job. We
always use the GAO to be the principal nonpartisan above-the-bat-
tle type of witness to pull all the pieces together. We might well
ask the GAO and others to sit with the third panel. We always ask
them if they have any comments after their formal statements
after they have listened to the testimony.

I think let’s just start with panel one. And you have some assist-
ants with you. Let’s swear them all in at once so that we don’t if
there are others that are going to speak behind you, I am used to
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the Pentagon and bringing a squad or company or maybe a bat-
talion of aides, and I just like to have a mass baptism of swearing
in, and then we get down to business.

So if you will stand and raise your right hands.

[Witnesses sworn.]

Mr. HORN. I note seven members standing, and the clerk will
note that for the record.

We will now begin with Mr. Gregory, the member of the National
Research Council committee that has taken a real look at these
questions on maintenance and repairing of bridges for Federal fa-
cilities. So please proceed, Mr. Gregory.

STATEMENTS OF WILLIAM GREGORY, MEMBER, COMMITTEE
TO ASSESS TECHNIQUES FOR DEVELOPING MAINTENANCE
AND REPAIR BUDGETS FOR FEDERAL FACILITIES NATIONAL
RESEARCH COUNCIL; AND J. CHRISTOPHER MIHM, ASSO-
CIATE DIRECTOR, FEDERAL MANAGEMENT AND WORK-
FORCE ISSUES, GENERAL ACCOUNTING OFFICE

Mr. GREGORY. Good morning, Chairman Horn and Chairman
Franks and members of the Subcommittee on Government Man-
agement, Information, and Technology and the Subcommittee on
Economic Development, Public Building, Hazardous Materials and
Pipeline Transportation.

My name is William L. Gregory. I am manager of environmental
and facilities management at Kennametal, a global provider of in-
dustrial tooling systems with annual revenues of nearly $2 billion
per year and 13,000 employees.

At Kennametal, I am responsible for environmental health and
safety, real estate, corporate building operations, strategic facility
planning, and construction management for all major facility
projects on a global basis. I am also past international president of
the International Facility Management Association in which capac-
ity I oversaw IFMA’s operations consisting of 13,000 members and
130 chapters as well as international development and formation
of public alliances.

I am testifying here today in my capacity as a member of the Na-
tional Research Council appointed committee that produced the re-
port “Stewardship of Federal Facilities: A Proactive Strategy for
Managing the Nation’s Public Assets.” The National Research
Council is the operating agency of the National Academy of
Sciences and the National Academy of Engineering.

Jack E. Buffington, the chairman of the NRC committee sends
his regrets that he is not able to be here today. Ms. Lynda Stanley
of the National Research Council who provided staff support to our
committee is here.

The “Stewardship of Federal Facilities” report addresses a wide
range of management and budgeting issues related to the mainte-
nance and repair of the 500,000 buildings and facilities owned by
the Federal Government worldwide. They represent an investment
of more than $300 billion taxpayer dollars. Upwards of $20 billion
per year is spent to acquire new facilities or substantially renovate
existing ones. Yet, it is difficult, if not impossible, to determine how
much money the Federal Government spends for the maintenance
and repair of these facilities once they are acquired.
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Over the course of the study, our committee came to two over-
riding conclusions. No. 1, the Federal Government should plan
strategically for the maintenance and repair of its facilities in order
to optimize available resources, to maintain the functionality and
quality of Federal facilities, and to protect the public’s investment.

No. 2, greater accountability for the stewardship or responsible
care of facilities is needed at all levels of the Federal Government.
Accountability includes responsibility for the condition of facilities
and for the allocation, tracking, and effective use of maintenance
and repair funds.

The committee’s specific findings relating to Federal facilities-
maintenance budget and management issues are extensive. I will
highlight the 7 key findings related to the current state of Federal
facilities and their management to provide the context for the com-
mittee’s recommendations.

No. 1, evidence is mounting that the physical condition,
functionality, and quality of Federal facilities continues to deterio-
rate. Many Federal buildings require substantial repairs to bring
them up to acceptable standards of health, safety, and quality.

No. 2, inadequate funding for facilities maintenance and repair
{)rograms is a persistent, long-standing and well-documented prob-
em.

No. 3, some agencies own and are responsible for more facilities
than they need to support their missions or that they can maintain
with current or projected budgets.

No. 4, the relationship of facilities to agency missions is not rec-
ognized adequately in Federal strategic planning and budgeting
processes.

No. 5, there are few rewards or incentives for Federal facilities
program managers to act in a cost-effective fiscally responsible
manner to be innovative or to take risks that might result in better
management practice. In fact, current management, budgeting, and
financial processes have disincentives and institutional barriers to
cost-effective facilities management and maintenance practices.

No. 6, agencies have not been able to make effective use of the
data they gather through condition assessments for timely budget
development or for ongoing management of facilities.

And last, No. 7, the type of information that decisionmakers find
compelling to support maintenance and repair budget requests is
not available.

Public officials and decisionmakers want to know how much
money will be saved in the future by spending money today on
maintenance and repair. That information is not available because
only a limited amount of research has been done to identify effec-
tive facility management strategies for achieving cost savings, iden-
tifying cost avoidances, and providing safe, healthy productive
work environments.

To address these findings systematically, our committee devel-
oped a strategic framework of methods, practices, and strategies
that can lead to a better maintained and better managed inventory
of Federal facilities.

To plan strategically for maintenance and repair and to create
greater accountability for the stewardship of Federal facilities, the
committee made the following 11 recommendations.
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No. 1, facility investment and management should be directly
linked to agency mission. A facility element should be incorporated
into each agency’s strategic plan to link facilities to agency mission
and establish a basis and rationale for maintenance and repair
budget requests.

No. 2, long-term requirements for maintenance and repair ex-
penditures should be reduced by reducing the size of the Federal
facilities portfolio. New construction should be limited. Existing
buildings should be adapted to new uses. And the ownership of
unneeded buildings should be transferred to other public and pri-
vate organizations. Facilities that are functionally obsolete, are not
needed to support an agency’s mission, are not historically signifi-
cant, and are not suitable for transfer or adaptive reuse should be
demolished when it is cost effective to do so.

No. 3, the condition assessment programs should be restructured
to focus first on facilities that are critical to an agency’s mission on
life, health, and safety issues, and on building systems that are
most critical to a facility’s performance. This restructuring is need-
ed to optimize available resources, provide timely and accurate
data for formulating maintenance and repair budgets, and provide
critical information for the ongoing management of facilities.

No. 4, the government and private industry should work together
to further develop and integrate technologies for performing auto-
mated facility condition assessments and eliminate barriers to their
deployment.

No. 5, the government should support research to develop quan-
titative data that can be used for planning and implementing cost
effective maintenance and repair programs and strategies. Re-
search data are also needed to better understand the programmatic
impacts of maintenance on mission delivery and on building users’
health, safety, and productivity.

No. 6, the government should encourage accountability for the
stewardship of Federal facilities at all levels. Within Federal agen-
cies, facilities program managers should justify, identify the re-
sources necessary to maintain facilities effectively and should be
held accountable for the use of these resources.

No. 7, at the executive level, an advisory group of senior level
Federal managers and other public sector managers, nonprofit and
private sector representatives, should be established to develop
policies and strategies to foster accountability for the stewardship
of facilities and to allocate resources strategically for their mainte-
nance and repair.

The committee believes such a group is needed to give greater
visibility to the issue of Federal facilities maintenance, manage-
ment, and plan more strategically. A senior level advisory group
could focus on a wide range of facility management related topics,
some of which are suggested on pages 73 and 74 of this report.

No. 8, the government should adopt more standardized cost ac-
counting techniques and processes to allow for more accurate track-
ing of maintenance and repair funding requests, allocations, and
expenditures, and reflect the total cost of facilities ownership. The
committee developed an illustrative budget template that differs
from current practices because of it accounts for the full range of
facility management costs in one place.
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No. 9, governmentwide performance measures should be estab-
lished to evaluate the effectiveness of facilities maintenance and re-
pair programs and expenditures.

No. 10, facility program managers should be empowered to oper-
ate in a more businesslike manner. By removing institutional bar-
riers and providing incentives for the cost-effective use of mainte-
nance and repair funds. The carryover of unobligated funds and the
establishment of revolving funds for nonrecurring maintenance
needs should be allowed if they are justified.

And No. 11, and last, the government should provide appropriate
and continuous training for a staff performing condition assess-
ments and/or developing and reviewing maintenance and repair
budgets to foster an informed decisionmaking process.

In summary, the Federal Government has a significant oppor-
tunity to strategically redirect Federal facilities management and
maintenance practices for the 21st century. This will require long-
term vision, commitment, leadership, and stewardship by decision-
makers and agency managers. The results will be a significant im-
provement in the quality and performance of Federal facilities,
lower overall maintenance costs, and protection of the public’s in-
vestment.

Thank you for the opportunity to review the findings and rec-
ommendations of the “Stewardship of Federal Facilities” report. I
will try and answer any questions you may have.

Mr. HogrN. Thank you very much.

[NOoTE.—The GAO publication, “Public-Private Partnerships,
Terms Related to Building and Facilities Partnerships,” may be
found in subcommittee files.]

[The prepared statement of Mr. Gregory follows:]
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Good moming Chairman Hom and Chairman Franks, and bers of the Subcc ittee on
Government Management, Information and Technology, and the Subcommittee on Economic
Development, Public Buildings, Hazardous Materials and Pipeline Transportation.

My name is William L. Gregory. I am the manager of Corporate Facilities Management at
Kennametal, Incorporated, a global provider of industrial tooling systems with annual revenues
of nearly $2 billion and 13,000 employees worldwide. At Kennametal, I am responsible for real
estate, corporate building operations, strategic facility planning, corporate envir 1, health
and safety programs, space and construction £ and installations for all major facility
projects on a global basis. I am also a past international president of the International Facilities
Management Association (IFMA), in which capacity I oversaw IFMA’s operations, international
development, and formation of professional alliances.

1 am testifying here today in my capacity as a member of the National Research Council
appointed committee that produced the report Stewardship of Federal Facilities: A Proaciive
Strategy for Managing the Nation's Public Assets. The National Research Council is the
operating agency of the National Academy of Sciences and the National Academy of
Engineering which were chartered by Congress to advise the government on matters of science
and technology. [Information re: NRC contracts and grants with the Federal Government is
included on Attachment A]

Jack E. Buffington, the Chairman of the NRC Committee, sends his regrets that he is not able to
be here today. Ms. Lynda Stanley of the National Research Council, who provided staff support
to our Committee, is here.

The Stewardship of Federal Facilities report was initiated as a follow-up study to a 1990 report
of the National Research Council titied Committing to the Cost of Ownership: Maintenance and
Repair of Public Buildings. That report contained the recommendation that “ an appropriate
budget allocation for routine mai and repair for a substantial inventory of facilities will
typically be in the range of 2 to 4 percent of the aggregate current replacement value of those
facilities”. Almost a decade has passed since that recommendation was made. Many changes
have occurred in the federal government and it was felt appropriate to revisit the issue in today's
operating environment.

Early in our study process, it became clear that the stewardship of federal facilities is more than
just a matter of appropriating funds for maintenance and repair and involves a wide range of
management and budgeting issues. Federa! facilities embody significant investments and
resources and, in essence, constitute a portfolio of public assets. These assets must be well
maintained to operate adequately and cost effectively, to protect their functionality and quality,
and to provide a safe, healthy productive environment for the people who work in and visit them
every day.

To address the identified management and budgeting issues systematically, our Committee
developed a gic fr tk of methods, practices, and strategies that, if impl d, can
lead to a better maintained and better managed inventory of federal facilities. In the
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Ce ittee’s jud; such an integrated and strategic approach to facilities management will
result in significant cost savings both in terms of short-term operations and the long-term life
cyele of facilities.

T will first review the Committee’s findings relating to federal facilities maintenance, budget and
management issues. Many findings are interrelated se it is difficult to place them in clearcut
categories, G ily speaking, the findings relate to the physical condition and size of the
facilities inventory; a bility for stewardship, the budget structure; and management
practices. The list of findings is extensive but provides the context for the Committee’s
recommendations.

Report Findings

Physical Condition and Size of Inventory

The U.S. government owns more than 500,000 buildings, me and other str 3
located in all 50 states and 160 foreign countries. These facilities have been acquired over the
course of 200 years to support the conduct of the government's business. The Federal facilities
portfolic includes historically significant, easily recognized public symbols such as the White
House, the U.S. Capitol, and the Washington Monument. The vast majority of this portfolio is
comprised of military installations, embassy compounds, libraries, musenms, hospitals, housing,
research laboratories, office buildings, courth prisons, h , depots, and parks.

The total inventory of facilities represents the investment of more than $300 billion taxpayer
dollars. Upwards of $20 billion is spent annually to acquire new facilities or substantially
renovate existing ones. Yet, it is difficult, if not impossible, to determine how much money the
federal government as a whole appropriates and spends for the maintenance and repair of these
facilities after they are acquired. This is attributable, in part, to a lack of consistency across
agencies in tracking maintenance and repair expenditures. Agencies use several different
methods to define and caleutate facilities-related budget items, such as current replacement
value. Agencies also use varying methodologies for developing budgets and different systems to
account for and report expenditures,

Evidence is mounting that the physical condition, functionality, and quality of federal facilities is
deteriorating. The General Accounting Office has reported that many federal buildings require
substantial repairs to bring them up to acceptable standards of health, safety and quality. In
addition, the GAO has reported that some agencies have excess, aging facilities and insufficient
funds to maintain, repair, or update them.

The number of excess facilities is increasing as agencies realign their missions. One of every
five military bases is already slated to be closed and the cl p may continue in the
future. The Dep of Energy reports having suipl lear facilities that require
deactivation and the State Department has identified over 100 overseas properties for potential
safe.
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The closure of facilities does not automatically translate to lower maintenance and repair costs.
The GAO found, for instance, that the overall costs to maintain military bases closed in the 1988
and 1991 rounds was approximately $290 million through fiscal year 1996 because the
Department of Defense has attempted to keep the facilities in a reusable condition in response to
the demands of the surrounding communities. Transferring the ownership of a federal facility to
another public or private organization brings with it the responsibility to meet environmental
regulations, which can be costly. Demolition of excess facilities could be cost-effective in the
long term but requires a significant up-front investment of funds. The military services estimate
that demolition costs for facilities other than World War I era wooden barracks range from $8 to
$12 per square foot. Ina 1997 report, GAO calculated that it will take the Army alone about 13
years to eliminate its excess space at a cost of about $1.3 billion. The disposition of former
nuclear sites and their associated facilities present unique situations that are not easily resolvable
through any of the aforementioned strategies.

Accountability for Stewardship

The NRC Committee found that Federal government processes and practices are generally not
structured to provide effective accountability for the stewardship of federal facilities. Congress,
the Office of Management and Budget, federal agency senior executives, facilities program
managers, and field staff all make decisions that affect maintenance and repair programs.
Because decision-making authority is so widely dispersed, no single entity can be held
responsible or accountable for the results.

Inadequate funding for the maintenance and repair of public buildings at all levels of government
and academia is a long standing and well documented problem. Although we can’t state exactly
how much money is spent on maintenance and repair, agencies that briefed the Committee
consistently reported that they received less than 2% of the aggregate current replacement value
of their inventory. This level of funding is below the 2-4% guideline that is widely quoted in
facilities management literature.

Several factors contribute to the lack of adequate funding. Maintenance and repair expenditures
generally have less visible or less measurable benefits than other operating programs. There is
the tacit ption that mai and repair can always be deferred one more year or 5 more
years in favor of more visible projects. However, in the short term, deferring maintenance
diminishes the quality of building services. In the long term, it can lead to a shorter service life
and reduced asset value.

The scope of the problem is evident in the magnitude of deferred maintenance backlogs reported
by agencies. The costs of eliminating these backlogs are estimated to be in the tens of billions of
dollars. The total dollar amounts and the methods for arriving at these figures can be argued.
However, the existence of deferred maintenance implies that the quality or reliability of service
provided by the infrastructure is less than it should be to adequately serve the public.

The Committee also found that the type of information that decision-makers find compelling to
support maintenance and repair budget requests is not available. A report by the Urban Land
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Institute concluded that public officials and decision-makers want to know “How much money
will be saved in the future by spending money today on maintenance and repair?” However,
only a limited ofr h has been done on the deterioration/failure rates of building
components or the nonquantitative implications of building maintenance (or lack thereof). This
research is necessary to identify effective facilities management strategies for achieving cost
savings, identifying cost aveidances, and providing safe, healthy, productive work environments.

Federal Budger Structure

Inadequate funding can also be attributed to the federal budget structure. When Congress
appropriates funding to the agencies, funding for maintenance and repair activities is not
earmarked but is subsumed in the larger operations budget. This budget structure provides
agencies with some flexibility in allocating funding to operations or to maintenance to respond to
changing conditions. However, budgetary pressures on federal agency managers encourage the
diversion of potential maintenance and repair funds to current operations, to meet new legislative
requirements, or to pay for operating new facilities coming on line.

The current budget structure places the emphasis on design and construction costs, the so-called
first costs of facilities versus total or life cycle costs. Studies show that design and construction
costs account for 5-10% of the total cost of a building over its service life. In contrast,
operations and maintenance accounts for 60-85% of the total costs of ownership. Yet, when
Congress and the agencies review req for new facilities, the budget process is structured
such that the first costs of facilities receive the primary ion by Congress and the
not life cycle costs.

£=3 y

The relationship of facilities to agency missions is not recognized adequately in federal strategic
planning and budgeting processes. Agencies and Congress consider how facilities support a
mission when allocating funds for new facilities. Once built, the relationship between facilities
and mission is g lly taken for granted even though facilities in deteriorating condition can
negatively impact agencies’ missions and changing mission needs can negate the need for some
facilities.

Management Practices

Performance measures to determine the effectiveness of mainti and repair expenditures
have not been developed within the federal government. Thus, it is difficult to identify best
practices for facilities maintenance and repair programs across or within federal agencies.

There are few rewards or incentives for facilities program managers to act in a cost-effective,
fiscally responsible manner, to be innovative or to take risks that might result in better
management practices. In fact, current management, budgeting, and financial processes contain
disincentives and institutional barriers to cost-effective facilities g and mai e
practices. The GAO has reported that there is a certain budget bias against capital projects
because no distinction is made between an outlay for a capital asset that produces a future stream
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of benefits and an outlay for current operations. Because of the magnitude of capital outlays in
the short term, they may be foregone to meet short-term budget restraints despite their long-term
benefits. Furthermore, it is currently not in any manager’s interest to admit to “‘savings™ for fear
that future budgets will be reduced. The carryover of funds from one fiscal year to the next is
not generalty allowed, even if it may be cost-effective to do so.

Based on the available information, the Committee found that programs to assess the physical
condition of federal buildings are labor intensive, time consuming, and expensive. Agencies have
not been able to make effective use of the data they gather through condition assessments for
timely budget development or for the ongoing management of facilities.

In fesponse to these issues and downsizing, facilities program managers are looking increasingly
to technology solutions to provide facilities-related data for decision-making and for performing
condition assessments. The Committee found that existing sensor and microprocessor
technologies offer the potential to monitor and manage a range of building conditions and
environmental parameters but, for economic and other reasons, have not been widely deployed.
In the Committee’s opinion, adequate training for staff is a key component in fostering effective
decision making in performing condition assessments and developing and reviewing
maintenance and repair budgets.

Report Recommendations

After identifying and reviewing all of these issues, the NRC Committee came to two overriding
conclusions: '

(1) The federal government should pian strategically for the maintenance and repair of its
facilities in order to optimize available resources, to maintain the functionality and quality of
federal facilities, and to protect the public’s investment.

(2) Greater accountability for the stewardship, or responsible care, of facilities is needed at all
levels of the federal government. In the Committee’s estimation, accountability includes
responsibility for the condition of facilities and for the allocation, tracking, and effective use
of maintenance and repair funds.

To plan strategically for maintenance and repair, the Committee made the following five
recommendations:

1) Facility investment and management should be directly linked to agency mission. A
facilities element should be incorporated into each agency’s strategic plan to link facilities to
agency mission and establish a basis and rationale for maintenance and repair budget
requests.

2

-

Long-term requirements for maintenance and repair expenditures should be reduced by
reducing the size of the federal facilities portfolio. New construction should be limited;
existing buildings should be adapted to new uses, and the ownership of unneeded buildings
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should be transferred to other public and private organizations. Facilities that are
functionally obsolete, are not needed to support an agency’s mission, are not historically
significant and are not suitable for transfer or adaptive reuse should be demolished when it is
cost effective to do se.

142
—

Condition assessment programs should be restructured to focus first on facilities that are
critical to an agency’s mission; on life, health, and safety issues; and on bailding systems that
are most critical to a facility’s performance in order to optimize available resources, provide
timely and accurate data for formulating maint and repair budgets, and provide critical
information for the ongoing management of facilities.

4) The government and private industry should work together to further develop and integrate

technologies for performing automated facility conditi and efimi barriers
to their deployment.

5) The government should support research on the deterioration/failure rates of building
components and the nonquantitative impacts of buildi i & {or lack thereof) in
order 1o develop quantitative data that can be used for planning and impl ing cost-
effective mamlenance and repair programs and strategxes and for better undemtandmg the
progr ts of mai on mission delivery and on building users’ health,
safety, and pmdmumty

The Committee also recx ded six strategies for creating greater accountability for

stewardship, as follows:

1) The government should encourage accountability for the stewardship of federal facilities at
all levels. Within federal agencies, facilities program managers should identify and justify the
resources necessary to maintain facilities effectively and should be held accountable for the
use of these resources.

2} Atthe excoutive level, an advisory group of senior Ievel federal managers, ether pubhc sector
managers, nonprofit, and private sector rep ives should be lished to d
policies and strategics to foster accountability for the stewardship of facilities and to auocate
resources strategically for their maintenance and repair.

3

o

The government should adopt more standardized cost ing techniques and pr to
allow for more accurate tracking of maintenance and repair funding requests, allocations, and
expenditures and reflect the total costs of facilities ownership. To these ends, the comumittee
developed an illustrative budget template.

The total cost of facilities is the key concept underlying the illustrative template. The
template includes 6 categories of facility costs: Routine maintenance, repairs, and
replacements; Facilities-related operations; Alterations and capital improvements;
Legislatively mandated activities; New construction and total renovations; and Demolition.
The template differs from current practices in that it accounts for full range of facilities
management costs in one place. 1t allows decision-makers and others to have a much clearer
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understanding of the long-term costs of a new facility rather than just the first costs. It also
shows which items should be included within the 2-4% guideline and those that should not.

4) Government-wide performance es should be blished to evaluate the effectiveness
of facilities maintenance and repair programs and expenditures.

Performance es are now required under the Government Performance and Results Act
of 1993. Unlike budgeting practices that have developed over several decades, performance
measures are not yet ingrained into agencies’ procedures. For that reason, a significant
opportunity exists to develop facilities management-reiated performance measures that can
be used throughout the government. Over time, results of facilities management practices
could be compared across and within agencies and best practices could be identified.

5

~

Facilities program managers should be empowered to operate in a more businesslike manner
by removing institutional barriers and providing incentives for the cost-effective use of
maintenance and repair funds. The carryover of unobligated funds and the establishment of
revolving funds for nonrecurring maintenance needs should be allowed if they are justified.

6) The government should provide appropriate and continuous training for staff performing
condition assessments, and/or developing and reviewing mai and repair budgets, to
foster informed decision making on issues related to the stewardship of federal facilities and
the total costs of facility ownership.

In summary, the Federal government has a significant opportunity to strategically redirect federal
facilities g and mai practices for the 21" Century. This will require long-
term vision, commitment, leadership, and stewardship by decision-makers and agency managers.
The results will be a significant improvement in the quality and performance of federal facilities,
lower overall maintenance costs, and protection of the public’s investment.

Thank you for the opportunity to review the findings and r dations of the Stewardship of
Federal Facilities report.



31

Attachment A: Summary of Federal Funds Received by National

Researchk Council Fiscal Year 1998

U.S. GOVERNMENT AGENCIES (GRANTS AND CONTRACTS)

Apency for international Development

Department of Defense

Department of the Air Force

Department of the Army

Defense Logistics Agency

Defense Mapping Agency

Defense Supply Service

Defense Special Weapons Agency

Defense Technical Information Center

Department of the Navy

Commission on Immigration Refonm

Department of Commerce

Department of Health and Human Services

Department of Energy

Depanument of Labor

Department of Transportation

Department of Education

Environruental Protection Agency

Executive Office of the President

Federal Emergency Management Agency

General Services Administration

Housing and Urban Development

Department of the Interior

Department of Justice
ional A ics and Space A

Nuclear Regulatory Commission

National Security Agency

National Science Foundation - Contracts

National Science Foundation - Grants

Smithsonian Institution

Social Security Admunistration

Department of State.

Deparment of the Treasury

U.8. Departroent of Agricaiture

U.S. Postal Service

Veterans Administration

Indivect cost underrecovery due from the gov't.

TOTAL U.S. GOVERNMENT AGENCIES

PRIVATE AND NONFEDERAL SOURCES
Grants and contracts
Contributions
TOTAL PRIVATE AND NONFEDERAL SOURCES

Source: 1998.99 National Research Council Tressurer's Report

$1,017,939
244,385
3,765,602
11,730,644
3,672
2,352
1,802,183
1,453,174
19,611
6,389,894
69,492
7,557,481
12,924,454
20,514,872
(3,424)
33,668,336
5,063,226
5,246,254
1,110,820
216,345
44,894
5,199
1,584,951
154,058
18,569,376

1,854,580
2,786,993
5153386133

$20,774,709
7361883
§28.136.592
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Mr. HORN. We now move to Mr. Mihm. And after he finishes, we
will have questions of panel one.

Mr. Mihm, as I noted earlier, is the Associate Director of Federal
Management Workforce Issues, General Government Division of
the General Accounting Office.

Mr. Mihm.

Mr. MigM. Thank you, Mr. Horn, Mr. Franks, and members of
the subcommittees. It is a pleasure and an honor to be here today
to discuss the findings of our recent report on public-private part-
nerships. We did this report at the request of Chairman Horn.

I am fortunate today to be joined by Don Bumgardner, who is the
project manager for our work on partnerships, and in addition, our
colleague, Peter Del Toro, was also instrumental to our work on
this partnership report.

I am also pleased to provide the subcommittee with a Glossary
of Terms, Practices and Techniques related to Buildings and Facil-
ity Partnerships that was released earlier this week. We did this,
of course, at the request of you Mr. Horn and Mr. Franks as well.

In the interest of brevity and getting to the discussion as you re-
quested, I will just hit a couple of high points this morning. First,
I would like to note some of the long-standing management weak-
nesses that are leading agencies to think more strategically when
managing buildings and facilities.

Second, I will discuss one response to those challenges, the pub-
lic-private partnerships and highlight the common elements of the
six Federal partnerships we examined for our report.

In terms of my first point, the need to think strategically about
the Federal Government’s assets, as you noted in your opening
statement, Mr. Horn, the Federal Government is one of the world’s
largest property owners. Our work and that of others, certainly of
our colleagues here today, over the last several years has identified
several important weaknesses in Federal agencies management
and maintenance of facilities and real property.

At the most fundamental level, as Mr. Horn and Mr. Franks
have noted in their opening statements, is a need to think strategi-
cally about the use of Federal assets, Mr. Gregory covered many of
these issues very well, so I won’t reiterate them here.

But just to underscore the point, over half of the government’s
office buildings are roughly 50 years old and were designed and lo-
cated to meet the needs of an earlier era. Clearly we need to think
more strategically as we approach the 21st century on how we are
going to use public assets. To make better use of their buildings
and facilities, Federal agencies are responding by increasingly
striving to manage them in a more businesslike manner.

I want to now discuss with you my second point by describing
our recent work on partnerships between the Federal Government
and the private, not for profits and other public entities through
contracts or agreements. These arrangements are vehicles that
agencies have used to better manage their assets.

Partnerships typically involve a government agency contracting
with the partner to renovate, construct, operate, maintain, and/or
manage a facility that provides a public service. As you know from
our report, we reviewed six partnerships and found five common
elements that appeared to play key rolls in the effective implemen-



33

tation of those partnerships. These elements are shown on the fig-
ure on page 4 of my written statement and are discussed in detail
in our report. I will touch on each of these.

First, a catalyst for change was needed. Fiscal and community
pressures were among the factors that lead agencies to seek better
ways of managing their properties, including considering the use of
partnerships.

For example, these pressures were the catalyst at the two Park
Service projects that we reviewed, including the Presidio, in which
the Park Service entered into partnerships to help finance needed
preservation efforts.

Second, Congress had to provide statutory authority for the part-
nership to move forward, including allowing the agency to keep the
revenues it received. The legislation was either project specific, as
was the case for the Park Service projects, or broader in scope, as
was the 1991 law that authorized the Department of Veterans Af-
fairs to lease its properties and retain the resulting revenues.

According to building and facility managers and all of the agen-
cies we reviewed, a primary reason for an agency to enter into the
partnerships is the authority to keep for its own use the revenue
that it would receive from the partnership. In short, Federal man-
agers told us they needed to have incentives before they were will-
ing to undertake the risks.

A third common element is that agencies established organiza-
tional units and acquired the necessary expertise to work effec-
tively with the private sector. For example, the Department of Vet-
erans Affairs established an Office of Asset and Enterprise Devel-
opment to promote the partnership concept within VA, to design
and implement public-private partnership projects, and to be a sin-
gle point of contact with VA’s private sector partners. The office
was staffed with professions experienced in portfolio management,
architecture, civil engineering, and contracting.

The fourth common element is that agencies used business plans
or similar documents to make informed decisions and to protect the
government’s interests. According to Postal Service officials, the de-
velopment and execution of business plan, which included informa-
tion about the division of risks and responsibilities between the
Postal Service and its private sector partner, was critical to the
success of implementing its large-scale development projects.

For each of the projects we reviewed, business plans were drafted
jointly between the public and private sector entities to help ensure
the close involvement of both parties in the design and implemen-
tation of the project. I would just add that this close involvement
in designing these business plans underscores the importance of
the point that I was making earlier of making sure that agencies
have the human capital and the knowledge base so that they can
deal effectively with the private sector.

Finally, a fifth common element was that support for project
stakeholders was an important element in developing the partner-
ships. In all of the projects we reviewed, agencies had to obtain the
support of the local community and other stakeholders to create
the partnership.

For example, in both of the Park Service projects we reviewed,
community leaders who were worried about preserving historic
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structures without overcommercializing them, became important
and active stakeholders for those projects.

In conclusion, Congress and the Federal agencies need to con-
tinue to work together to find approaches that will encourage pru-
dent management of Federal buildings and facilities. When accom-
panied by sound financial management and appropriate congres-
sional oversight, public-private partnerships are one approach to
facilitate effective building and facility management.

The set of common elements that we identified appear to be key
to the implementation of the six partnerships we examined. Of par-
ticular importance to us is the critical roll that Congress played in
providing the authority for—and continuing its oversight of—these
projects.

This concludes my statement, and I would be happy to answer
any questions that the subcommittee may have.

Mr. HoRrN. I thank the gentleman.

[The prepared statement of Mr. Mihm follows:]
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Public-Private Partnerships: Key Elements of
Federal Building and Facility Partnerships

The Need to
Strategically Manage
Federal Facilities and
Assets

Messrs. Chairmen and Members of the Subcommittees:

T am pleased to be here today to discuss the findings of our recent study on
public-private partnerships, which we initiated at the request of Chairman
Homn.' In your reguest for the study, you asked us to identify the key
elements of partnerships between the federal government and the private
sector that were formed to help the government acquire and operate
federal real estate and facilities more efficiently and effectively. I am also
pleased to provide the Subcomnuittees with a glossary of terms, practices,
and techniques related to building and facility partnerships that was
released this week."

Today, I will briefly discuss some of the weaknesses that are making it
necessary for agencies to think strategically when managing buildings and
facilities. Then, [ will focus on one response to these challenges—public
private partnerships—and review the key elements and related experiences
of the six federal partnerships we examined in our report.

The U.S. government is one of the world's largest property owners, with a
real estate portfolio of almost 435,000 buildings and over half a billion
acres of land. Most of the government’s real property holdings are national
parks, forests, other public lands, and military facilities. Overall,
government-owned real estate is under the custody and control of at least
30 federal agencies, although most is under the jurisdiction of 8
organizations: the Departments of Agriculture, Defense, Energy, the
Interior, and Veterans Affairs; the General Services Administration; the
Tennessee Valley Authority; and the U.S. Postal Service.

COur work and that of others over the last several years has identified
several important weaknesses in federal agencies’ management and
maintenance of facilities and real property.’ The following are a few of the
federal agencies’ weaknesses in this area:

:

blic-Pri i edto rships (GAOVGGD-88-71,
Apr 1996). This glossuy was devcloped to help faciltate 8 better mmu of asset management
terms as they are used in the federal government.

* See, for example, YA Health
HEHSQS&’! Mar. 10, \999), e w3
ational Resurc)\ Count:ll Oct. 1998;
MMM(GAWRCED%Iﬂ May 14, mseymmmmm
Initiative Pilot Program, General Services Apr. 1998; Deferred

Challenges to lmplementation (GAO/AIMD-98-42, Jan. 30, 1998); Governmentwide Review of Property

\

Page 1 GAOT-GGD-98-81
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.

*

: The relationship of facilities te agency missions has not
been recognized adequately in federal strategic planning and budgeting
processes. This situation has been bated by the [y O
agency practice of using funds originally intended for maintenance as a.
commgency fund to meet other needs ﬂncountemd throughout the year.

ide asset di policies, when
combmed with tradmonal facility management pracncm, often restrict
agencies from taking fullest advantage of their capital assefs.
Deferred maintenange: The deferral of necessary maintenance for public
buildings has also often resulted in the permanert reduction of both the
facilities’ useful life and costly losses in their asset value. The backlog of
necessary maintenance has grown so large that the cost of eliminating this
sxt,uauon wﬂl Jikely be in the tens of bﬂhons of dollars,

: Over time, numerous agencies
have dated excess and ded facilities that have deteriorated.
Federal ies own and are ible for more facilities than they

need to support their missions or than they can maintain with current
and/or projected budgets. Rather than treating these surplus facilities as
resources that, properly handled, might be used to advance an agency's
moission, agencies often allow thermn to Jay fallow and unused, their
potential unrealized.

Lack of adequate data: Agencies have had linited success in making
effective use of data they gather for either timely budget development or
the ongoing rmanagement of facilities. For example, it is difficult to
determine how many federal buildings are underutilized or unneeded, or
how much money the federal government as a whole spends on the
maintenance and repair of federal facilities. Definitions and calculations
vary with regard to facilities-related budget items, methodologies for
developing budgets, and accounting and reporting systems for tracking
raaintenance and repair expenditures.

As federal fes find th < d with these and other
in an envir i yusly mnarked by budgetary

consiraints and demands to improve service, the importance of their

making the most effective use of capitel assets is especially great' In’

Disoosa! Palicy, Gereral Services Administration, Aug, 15, 1997;
Resuﬂmmgnmandmmmlgms(GAONMM? 103R, \dayzﬂ 1997).mf2m1nfmxmmm
nssded ings. Can A Qpe GAONSIAD-G7-125, May 18,
roys; jio; Mai a4 Saneis of Publle Buildings, Natioal

.
Qmmxmmme
Resemh Cownei, 1969,

‘See i jon Maing (GAD/AIMD-9:32, Dec. 1608) and
mmmummammw (GAQA‘ Ammm Mar. &, 1908,

Page? GAGEGGD-35-81
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order to do this, federally owned buildings and land need to be
t ically acquired, d, and disposed of so that the taxpayer's
return on the investment is maximized.’

Public-Private
Partnerships

To maximize returns on buildings and facilities, federal agencies are
increasingly interested in managing them in a more businesslike manner.
Partnership between the federal government and the private sector
through contracts or agreements is one of these approaches. These
arrangements typically involve a government agency contracting with a
private partner to renovate, construct, operate, maintain, and/or manage a
facility or system, in part or in whole, that provides a public service.

The six partnership projects we examined in our report were located in
three agencies: the National Park Service (Park Service) within the
Department of the Interior, the Department of Veterans Affairs (VA), and
the U.S. Postal Service (Postal Service).® We selected them on several
grounds, including our consultation with building and facility management
experts from the public and private sectors.

Although each of the six projects tailored its efforts to address its specific
needs and environments, we found five common elements that appeared to
play a key role in the impl ion of the part hips we revi d.

These elements are shown in figure 1.

agement Obstacles (GAO/T-GGD-93-42, July 27, 1983).

“ See appendix I of this testimony for a brief description of these projects. Appendixes [l through I¥ of
GAO/GGD-99-23 contain detailed descriptions of these projects.

Page 3 GAO/T-GGD-99-81
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Figure 1: Key Elements of Public-Private Partnerships

Catalyst for change

« Gavammentwide managament reloms, as well
an fiscal and communtly prossures, competied
the agenclas 1o look for naw ways K affactively
tnanagé thels bulkdings and facilties. 1n the
thres agencies we reviowsd, these factors Jad
them to consider partnarships as ane way to
betier manage cetain propeiies.

)

Siatutory basis

» Congress enacted project-upadiic or
Droader legisktion to permit the
agencias 1o (1) enisr info pannaships
ans {2) use for tyeir missions the
teverios that the parnenships would
provide.

Detalisd business plans *

« Agenciss prapared business
plans ihat addressad market
‘conditions, pblic and privete
responainiitios, and projoct
Singncing i osder fo make:
informed partnarship decisiony
and 1o protect the govemment's.
inturents.

Organizational structure

» Agancies satabiished
vrganizational structures and
acquined oxpartise 1o interact
with private secior partners,

Stakehotder support

« Agencios had the suppost
of the loca! community and
ethar shakshokien to mach
partnership implementation.

E:l Imglementation

Note: Tha ssquence in which these key alavnents sooured during implamentation varied by project.
*Business plans may Kently Ssuas tat require legisiative action.
Source: GAQ analysis of selecied lederal buldirg and faciity pubiit-private partierships.

Page d

GAO/T.GGD-99-81
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Five Key Factors in the
Implementation of
Partnerships

First of all, there was a catalyst for change that led each of the three
agencies to form a partnership with the private sector. For example,
cormmunity pressure and fiscal constraints were the catalyst in the two
Park Service projects we reviewed, in which the Park Service entered into
public-private partnerships mainly to obtain partners that could finance
needed preservation efforts.

Second, for all six projects we reviewed, Congress enacted legislation that
provided a statutory basis for the agency to enter into the partnership and
keep the revenues it received from that partnership. The legislation was
either project-specific, as it was for one of the Park Service projects, or
broader in scope, as was the 1991 law that authorized VA to lease its
properties and retain the resulting revenues. According to building and
facility managers in all of the projects we reviewed, a primary reason for
an agency to enter into these partnerships was the ability to keep for its
own use the revenue that it would receive from the partnership.

Third, the agencies we reviewed aiso told us that they established
organizational structures and acquired the necessary expertise to interact
with private-sector partners to ensure effective partnership
implementation. For example, VA established an Office of Asset and
Enterprise Development to promote the partnership concept within VA, to
design and implement public-private partnership projects, and to be a
single point of contact with VA's private-sector partners. The office was
staffed, VA officials said, with professionals experienced in portfolio
management, architecture, civil engineering, and contracting.

Fourth, in all six projects we reviewed, asset management officials used
business plans or similar documents to make informed decisions and
protect the government's interests. According to Postal Service officials,
the development and executicn of a business plan, which included
information about the division of risks and responsibilities between the
Postal Service and its private-sector partner, was critical to its success in
implementing its large-scale real estate development projects. For each of
the projects we reviewed, business plans were drafted jointly between the
public- and private-sector parties to help ensure the close involvement of
both parties in the design and implementation of the project.

Finally, support from project stakeholders was an important factor in
developing and implementing the public-private partnerships. In all of the
projects we reviewed, agencies had the support of the local community
and other stakeholders to create the partnership. For example, in the two
Park Service projects, community leaders who were worried about

Page 5 GAO/T-GGD-99-81
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preserving historic structures without over commercializing them became
sponsors of the projects.

In addition to presenting this framework of key elements, our report also
cormtains profiles that provide additional details on each of the
partnerships we reviewed. These profiles present specifics on the form of
the partnesship used in each case, any constraining or facilitating factors
present, and the reported results.

In conclusion, Messrs. Chairmen, the set of common slements that we
identified appear to be key to the imp] ion of the six par hi
we examined. Of particular importance was the eritical role played by
Congress, which had to provide the authority for the projects to sccur.

As both we and the National Research Council have reported over the last
decade, the condition of the federal government’s portfolio of public assets
is deteriorating. In 1993, we reported that over half of the government's
office buildings were over 40 years old and were designed and located to
meet the needs of an earlier era.” Given the deteriorating condition of these
stractures, Congress and federal agencies need to continue 1o work
together fo find approaches that will encourage prudent management of
fecdleral buildings and facilities. When acac ied by good ial
management and appropriate congressional oversight, public-private
partnerships may be one spproach to facilitate effective building and
facility management at a time when it is increasingly needed.

This ludes my prepared st it. 1 would be pl d to answer any
questions you or other Members of the Sub 3 may have.
T GAOT-GED-8342,

Page & CAOIT-GGD-09-81
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Public-Private Partnership Projects We

Reviewed

Projects and reiated agencies

Brief description of projects

rtment of the interior,
National Park Service

1. Fort Mason F ion, San Francisco, CA,
1876, extended in 1984..

2. Thoreau Center at the Presidio,

San Francisco, CA, 1995

Lease/develop/operate (55 years)

These two urban parks were once military
bases and contain many historic but
deteriorating structures. In each instance, the
Park Service contracted with a private sector
partner to obtain funding to restore historic
structures while keeping the park in public
use. The partners rent the restored structures
1o nonprofit tenants.

Department of Veterans Affairs

3. VA Reglonal Office, Houston, TX, 1993.° Design/build/ operate (35 years)
Lease/devetop/operate (35 years)

4. Cold Spring Medical Facilty,
indianapolis, IN, 1995,

VA usad statutory authority to enter into
revenue-generating isases for bath projects.
in Texas, a private devetoper constructed a
VA regional office building on VA's medical
campus. VA then leased land to the

and rents space in them to commercial
businesses. VA must approve the buildings’
tenants. In Indiana, the state leased
underutilized land and facilities from VA to
use as a psychiatric care facifity. The leasing
revenue that VA receives from both sites is to
be used to tund veterans programs.

U.S. Postal Service

5. Grand Central Station Post Office, New York,  Lease/develop/operate (29 ysars)

NY, 1987.

In both cities, the Postal Service owned an
historic buikding in a highly

6. Rincon Center Post Office, San Franci CA, L

1885.

desirable downtown location. it leased aach
property to private developers who built a
commercial building adjacent to and/or on
top of the historic structure. The Postal
Service sams revenue from its lease with the
developer, and the developer eams revenue
from renting out commaercial space in the

new and historic buildings.
ﬁmmmmnmmmm under VA's Enhanced-Use Lease (EUL)

(410421) Page 7

GAOT-GGD-88-81
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Mr. HOrRN. Now we will have 5 minutes per person alternating
between parties, and we will stick to that very strictly. If you can
get the question in before the red light goes on, the answer can
take longer. But we will make a second round if we need to. So
don’t feel you are being rushed, but this gives everybody a chance
to participate.

We will start with Mr. Franks’ 5 minutes for questioning the wit-
nesses.

Mr. FRANKS. Thank you, Mr. Chairman.

Mr. Gregory, how would you impress upon building managers
the importance of not deferring scheduled maintenance.

Mr. GREGORY. Not deferring scheduled maintenance? The defer-
ring of scheduled maintenance catches up with you. It ends up
being a very large issue that soon becomes insurmountable. That
is what we heard many times from the people that were testifying
before our committee. They had a large backlog that seemed to be
insurmountable. To encourage someone not to do that suggests it
becomes too expensive to attack all at once. It grows to something
that eventually starts eating away at the facility. There are no
positive benefits to allow that to happen.

Mr. FRANKS. I think you're absolutely right. But I guess I'm look-
ing for what kind of motivation can you inject into building man-
agers to convince them of the needs that you just very confidently
spoke to.

Mr. GREGORY. The issues that we talked about in our committee
were some of the disincentives. These are the things that are com-
mon at the Federal facilities management level. As they look at
some of their issues, they have little incentive to improve because
of the way the budget dollars are determined.

Mr. FRANKS. I don’t mean to interrupt again, but how can we
provide them the incentive that you say is

Mr. GREGORY. To give them incentives in the budget, give them
more freedom in the budget to allow their budget dollars to be used
more effectively. For an example, savings end up being a negative.
Savings are subdivisions from the budget in the next year. They
need more ability to handle those kinds of issues.

Mr. FRANKS. What kind of information do decisionmakers find
compelling as it relates to increased building maintenance and re-
pair budgets?

Mr. GREGORY. The facility is a if you look at facilities as a holis-
tic approach, facilities in fact the real definition of facility manage-
ment is integration of people, process, and place. The process is the
business that happens there.

When you look at it from a holistic point, there are huge savings
to a quality facility management program impacting the people.
The people in that work environment are subjected by the work en-
vironment that they are in, either positively or negatively. The real
savings in all of this are productivity savings by the work force and
the health benefits that accrue by working in a healthy environ-
ment. These are very significant issues that can make the facility
work better.

Those, to me, are the more compelling reasons that a senior level
agency manager should be focused on facility and facility issues. It
is not necessarily what is happening in the basement of the build-
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ing, it is what more is happening in the overall facility that im-
pacts productivity. The people cost on a life-cycle basis is almost 80
percent of the cost of running a building.

Mr. FRANKS. Thank you, Mr. Chairman.

Mr. HORN. I thank the chairman. I now call on Mr. Turner, the
gentleman from Texas, and the ranking member on the Sub-
committee on Government Management, Information, and Tech-
nology for 5 minutes of questioning.

Mr. TURNER. Thank you, Mr. Chairman.

I would like to ask each of you to comment on and share with
us some examples where Federal agencies have utilized public-pri-
vate partnerships successfully to give us some feel for, you know,
where we are, seeing some progress, and perhaps even highlight
the agencies that have done the best job in utilizing some of the
tools that the Congress has given them, and then beyond that offer
your suggestions for what new legislation we might need to give
flexibility to agencies to be able to move forward with some of these
new innovative approaches.

Mr. GREGORY. I would like to defer to Mr. Mihm. Our report
dealt with the public-private partnerships as a tool, and we didn’t
get into the specifics. But I think you can address that.

Mr. MIHM. Yes, sir. I guess a good starting point would be to look
at the success stories experienced by the six partnerships that we
profiled. We profiled two from the National Park Service, two from
Department of Veterans Affairs, and two from the Postal Service,
including one from Veterans Affairs outside Houston, which I un-
derstand is near and dear to your heart, sir.

The focus was not to audit the results of these cases but to try
and learn from their successes. We spoke with numerous agency of-
ficials and private-sector partners, to seek whether or not there
were any negative feedback from the public on these projects. We
found that, universally, there were positive responses.

And in some cases, this has been fairly well documented. In the
cases, for example, of the Park Service partnerships, those out at
the Presidio and Fort Mason, one of the major advantages that
they got out of that was that the restoration and preservation of
some historically very important property. The valuable property
near Golden Gate Bridge could easily imagine could have gone a
different route if it had been just exclusively developed for commer-
cial purposes. So, the prevention of historic property was certainly
one major advantage to these partnership arrangements.

In terms of the Postal Service, they currently recover about $16.5
million a year from the two partnerships we received. This revenue
is returned to their general operating fund.

In terms of the VA partnerships, the money is earmarked to
serve veterans. So it goes into mission-related efforts that assist
the veterans.

In all of the partnerships that we looked at, there seem to be
these common elements that were keys to their success of these
partnerships as well as some advantages from both the Federal
and the partnership standpoint and the public and the private
partners standpoint that these partnerships gave.

Now in terms of the second half of your question, dealing with
some of the statutory authorities on this, there are a number of
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things that clearly can be done; first, we have found in each of the
partnerships there is a need to give incentives to the agencies to
participate in the partnership.

The single most overriding incentive that we heard from all the
asset managers that we talked to was to allow them to keep the
proceeds from the partnership or at least a portion of those pro-
ceeds. In specific cases that can be earmarked for certain projects
within the agency. But if they have to return all revenues earned
to the Treasury, there is very little incentive for them to enter into
these ventures.

I think, taking a look more broadly at the enabling legislation for
the Veterans Affairs, which was the Enhanced Use Leases is what
the partnership approach at Veterans Affairs is called, and which
Congress laid out expectations for consultation with stakeholders
and expectations for congressional review of the projects before
they received final approval. I think that law and the incentives to-
gether provide good framework for where to go in terms of statu-
tory changes.

Mr. TURNER. Give me a good example of let’s take maybe the ex-
ample of the VA. Tell us about the legal relationship between the
government and the private partner and how that is established.

Mr. MiHM. My colleague Don Bumgardner did most of the work
at the VA, and I am going to ask him to speak to that.

Mr. BUMGARDNER. In terms of the VA specifically, the key part
of allowing them to enter into partnership arrangements was the
1991 enhanced-use leasing law. Without that type of enabling law,
there is no incentive for any asset manager in any Federal agency
to take on the risk of a public-private partnership.

The legal relationship is outlined pretty much in our report and,
as Chris stated, the partnership has to have the approval of the
Secretary, the Congress. A large part of the legal relationship re-
volves around the detailed business plans that layout both the pub-
lic and private sector’s responsibilities, and assure that the public’s
interests are protected. But, really, the overarching thing here is
the law itself.

Mr. TURNER. Thank you, Mr. Chairman.

Mr. GREGORY. I would like to add a couple of comments.

Mr. HORN. Please. Go ahead.

Mr. GREGORY. One of the things we talked about in our com-
mittee was the problem of confusing expense budgets with capital
budgets. We talked about a separation of the two items that more
clearly defines and helps to identify the cost of running a facility
by removing the capital portion.

The other concern that we talked about is that partnerships are
very good. We hear a lot today about business like. That is very
good. The proceeds that go back into the agency budget, is a con-
cern that maybe they support the program and still don’t get to the
facilities’ people that need those dollars. That is a cautionary note.

Mr. HoOrN. Let me pursue what Mr. Frank started here, and
what some of you have responded to. I would sort of just like in
one place Mr. Mihm, if you could sum up how the executive branch
of the Federal Government funds the long-term maintenance for
particular buildings that it operates. And is this mostly adminis-
tered by the General Services Administration? What does OMB do
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when they’re looking at budgets of a particular agency? Do they
just leave it for a reprogramming purpose, or how does this thing
work across the board in general?

Mr. MiHM. The short answer, sir, is poorly.

Mr. HORN. What’s the process right now?

Mr. MiaM. The process is it comes in as part of the standard
budget process through that agencies would submit through OMB.
And then subsequent appropriations up here on the Hill. There is
not a separate or necessarily focused attention to capital issues. In
fact, the budget process has been seen pretty widely as creating a
bias against these long-term spending issues. So, they have a tend-
ency to fall out or not get the full weight because long-term bene-
fits are not considered with short-term costs.

Mr. HORN. Is there a percentage that they use as a rule of thumb
as to the amount of money that is available for deferred mainte-
nance and all of that?

Mr. MiaMm. If there is, I am not aware of it. I have heard num-
bers of 2 to 4 percent.

Mr. GREGORY. The earlier report that was done, the cost of
ownership

Mr. HORN. Do you want to put the microphone up to you.

Mr. GREGORY. The earlier report that was done prior to our re-
port dealt with the cost of ownership and strongly recommended a
2 to 4 percent of replacement cost for buildings. All of the testi-
mony or presentations that we heard in our committee, everyone
was under 2 percent. No one was in the 2 to 4 percent range. They
were not able to get there.

Mr. HORN. What would the private sector or the nonprofit sector,
if its universities with vast buildings and so forth, put aside for
maintenance?

Mr. GREGORY. That is a difficult question to answer, because of
the the different ways that people look at facilities. The earlier re-
port looked at the government facilities in terms of replacement
cost in arriving at what is a nominal number. When trying to com-
pare that with business or private industry, numbers were some-
times in excess of 4 percent. But, clearly, they were upwards of the
4 percent range.

Mr. HOrN. Is there any role the executive branch has pursued
to identify certain structures by some coding that where more
maintenance would be required in terms of a long-term basis, be-
cause we know a lot of schlock buildings have been built in this
city, among others, because for the last 30 years, you could go
down and get an agency to say, yeah, we will move into your build-
ing. And they then go to the bank and get a mortgage and up goes
this thing, which probably is depreciated over 20 years or so, and
they might well stay there for 80 years.

Now what do we know about how you evaluate that if you are
trying to put a budget together and you have got maybe 150 build-
ings or facilities of one sort or the other? I mean, is there any part
of OMB’s, and this I am asking both of you here, is does OMB have
any formulas in this area? Are there any common sense rule of
thumb.

Mr. GREGORY. We were very impressed at the committee level
with the capital planning guide as part of the OMB. It talked about
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a very good process. It was a draft at the time. I don’t know that
it’s even been finalized.

Mr. M1aM. It is out.

Mr. GREGORY. It talked very specifically about planning, budg-
eting procurement, management, use, and ultimately disposal. It’s
the total life cycle consideration. As you connect mission and facili-
ties, decisions start to be made easily as you better understand the
agency’s mission. Facilities programs that wrap around the busi-
ness part enable a proper facility for the business and the mission.

Mr. HORN. Mr. Mihm, I have got 23 seconds to go here. Is there
an identification on that OMB document you are saying now that
is policy?

Mr. MiuM. There is a capital programming guide that is out from
OMB. It was based on some of the work that we did looking at cap-
ital planning and best practices.

Mr. HORN. How thick is the guide?

Mr. MiHM. Not an inch.

Mr. HORN. About 100 pages, 200?

Mr. MiaM. Yes, 100 pages.

Mr. HORN. Without objection, we will put as much of it as we can
in the record.

Mr. MiuM. We will get you that as well as our best practice
guide.

Mr. HORN. Please. That would be very helpful. Well, my time is
up. Let me now go to Mrs. Norton for 5 minutes of questioning.

Ms. NORTON. Thank you, Mr. Chairman.

I have a question about how to encourage essentially more pub-
lic-private partnerships, how we get there from here. First let me
ask you whether or not how important you think the statutory
basis you describe as one of the key elements in all of these
projects has been for the development of these projects?

Mr. MiuM. It was Ms. Norton, it was absolutely critical. None of
the projects could proceed without a statutory basis. Now, some of
this was project specific. In other cases, for example, the VA, and
even more broadly with the Postal Service and the creation of the
Postal Service, it was more general enabling legislation that al-
lowed them to do it. But in all cases, they had to have a statutory
basis in order to move forward with the partnership.

In terms more broadly, though, the question that you are asking
about, the incentives, there are actually two areas that I think that
we can really put some effort into and incentivize agencies to start
thinking strategically.

First is continuing congressional oversight. In very pointed ques-
tions from the Congress to the agency that has jurisdiction over the
property or buildings that you’re interested in is, how are you
thinking about this strategically? How does this fit or not fit in
with what you are trying to achieve. Could it fit in with what
you’re trying to achieve?

I think the case study of the Park Service and the growing atten-
tion that the Park Service is giving to the issue of deferred mainte-
nance, certainly indicate that they care very deeply about it. But
I think Congress, and the persistent questioning that Park Service
officials they have gotten from Congress in recent years, and I
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know we have done quite a bit of work on that, has helped to bring
that even closer to the front of their minds.

I think the second thing that needs to be done is to create incen-
tive. This is something that Congress has already done by passing
the Government Performance and Results Act requires agencies to,
in their annual performance plans, think about all the various re-
sources which includes their physical assets and how the assets are
being used to achieve their goals.

So it requires some very reasonable questioning on the part of
Congress. When we’re assessing those plans on the behalf of Con-
gress, we will ask how agencies are using their assets and help de-
termine if they are using them strategically.

So those two areas, questions from Congress, and certainly our
continuing work I think will help to elevate this in a general sense
on the agenda for agencies.

Ms. NORTON. I note that there are some agencies that have au-
thority to enter into partnerships to do innovative leasing arrange-
ments. The DOD has it, VA has it, Park Service has it. Now I can
only what I can charitably call on anomaly, however, in the Federal
structure because there is one agency that has real estate responsi-
bility, that is GSA, doesn’t have it.

So here you have Defense, VA, Park Service, you have other mis-
sions who can enter into partnerships and proceed some of the way,
even before one even gets to the statutory point, and may not need
the statutory point in some instances, and the GSA, which has con-
trol of the most Federal land, most Federal buildings, is left there
without any authority to do any of this. I think that’s part of re-
sponsibility for the horrible waste we see down in Southeast Fed-
eral Centers.

They actually had a plan, had a very good plan, that there would
have been a mall there that would have encouraged Federal em-
ployees to come there, and that hadn’t done it, and that hasn’t
brought agencies there. I wonder if you think the GSA ought to
have some of the authority that DOD, VA and Park Service already
have?

Mr. MiEM. We haven’t looked at that directly, so I am going to
have to give you an, admittedly, a bit of a roundabout answer on
this, and that is that I note there’s a lot of effort that’s going on
in GSA now. And I think the statement for the record from OMB
alluded to some of the legislative package that’s being put together
that would amend statutory requirements for this disposal of prop-
erty and liberalize the authority to engage into partnerships.

I think one of the problems encountered government-wide, and
certainly this is shared at GSA, is the culture which in the past
has not viewed Federal property as an asset. They have viewed
them basically as sunken costs. For example, we may view an office
building simply as the building we work in but not something that
can be used to further the mission of the organization.

And so this is why, when I mentioned one of the common ele-
ments, is that, each of the partnerships we looked at, the Federal
agency found it necessary to establish a new organizational unit
and bring in new expertise that was used to and comfortable in
thinking strategically about how do we use this, how do we use as-
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sets. And that’s something that capacity is needed at GSA and else-
where on that.

Ms. NORTON. Imagine GSA not even having the authority to help
agencies use assets, which is part of their bottom-line responsibility
in very many ways. So you'd think the GSA should have some au-
thority of the kind DOD and VA and Park Service have now.

Mr. MiaM. Well, we haven’t looked at it directly, but it’s some-
thing that I know that they are working on. If Congress views it
as making sense for others, it’s certainly worthy to explore for
GSA, the government’s largest landlord.

Ms. NORTON. Thank you. Thank you, Mr. Chairman.

Mr. HORN. I thank you.

Let me just round out some of this testimony on the budget proc-
ess and the training process for property managers, if any, and I'd
be curious what both of your studies tell us in terms of the degree
to which we have a program somewhere in the executive branch
that we can upgrade the understanding and provide the skills, if
property managers don’t have those skills.

What did you find as you looked at this question? I mean, are
there certain essential skills that are needed in a property man-
ager to do the kind of things you are recommending be done and
you have already seen done in some areas?

So, Mr. Mihm who’d like to jump at this?

Mr. GREGORY. What we experienced at the committee level is the
facilities people know the job. They know what they need to do.
They are good, well-intentioned people. They find their hands tied
when they come up with suggestions for savings or implement pro-
grams that reduce their costs. It’s not friendly to the budgeting
process. That’s the one issue.

Mr. HOrN. Well, is that a matter of they’re afraid to make the
money or they feel they have to turn it back or what is it?

Mr. GREGORY. My understanding, sir, is they are driven by the
budget process, that they have to turn it back, spend it or lose it,
and that maybe gets into an issue of not spending it as well as you
would like to. If you could pool money, if you had a revolving ac-
count where funds could be pooled and used for some of these non-
routine maintenance things that happen, that would really allow
them to manage their facilities better.

The overall thought was that the facilities maintenance backlog
and facilities issues in general could be much better handled if
there was relief in the budget area of how budgets and dollars are
allocated.

Mr. HorN. What you are talking about? Can they carry it for-
ward into a new fiscal year?

er. GREGORY. Right. That’s one of the issues that we talked
about.

Mr. HORN. And you would favor that, obviously, because it gives
flexibility?

Mr. GREGORY. Some type of flexibility, but there is a caveat to
that, in not being able to carry funds forward or use funds dif-
ferently. But, more importantly, we identified the ability to have a
cost system that better identifies the true cost of facility manage-
ment, and that’s one of the things that’s very obscure in a number
of presentations that we heard.
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Mr. HORN. Mr. Mihm.

Mr. MiHM. We found in a couple of various Mr. Chairman, first,
is that there was a need for real leadership. I know it’s easy to say
that, but in the projects that we reviewed, often they didn’t get
going or weren’t even conceived until a new woman or man came
in and said, look, you know, we are going to do things differently
here. The old ways of doing business just aren’t going to work any-
more.

The Postal Service, for example, had the authority to enter into
partnerships for a number of years until they got some new leader-
ship, not at the very top but in terms of managing their assets.
This manager began to think differently about how we can do that.
So leadership is key.

Second, there is clearly the need for skills and basic business
management, as opposed to traditional property management. This
includes skills like how to negotiate with the private sector, draw
up a business plan, and monitor the execution of the business plan.

I mentioned in my opening statement about the importance of
how in the partnerships that we reviewed it wasn’t the normal con-
tracting procedures where the government figures out everything
that it wants, sends out a request for proposals, and then accepts
the lowest bid. This was something where the public and private
sectors engage in a partnership. In this partnership there’s an
awful lot of give and take that goes on. These business plans are
jointly developed, and that’s a different set of skills than you rou-
tinely find in Federal asset management offices.

Mr. HORN. Well, on this point and the management of assets, to
what could be done on, one, the strategic plan that we now require
and, two, just in the general framework of the Government Per-
formance and Results Act, and what is your understanding if, let’s
say the next round we got this pretty pitiful last round from most
agencies, hardly any that were worth reading should that be
worked in as part of it? Does it need a change in the law to assure
that it’s worked in or is it simply a matter of getting OMB to pro-
vide guidelines or Congress in some way to provide guidelines?
What’s your reaction on that?

Mr. MiHM. I think this is an area where we have the statutory
basis. The law is pretty clear about what Congress was expecting
in terms of the level of detail in the annual performance plans
versus the strategic plans. And OMB has recently, with the capital
programming guide and the revisions to A-11, which is the circular
that governs the preparation of the President’s budget, given agen-
cies adequate guidance.

Nevertheless, when we reviewed both the fiscal year 1999 plans
and the 2000 plans, the ones that came up here to Congress in
February, one of the consistent failures that we saw in the plans
was a lack of attention to how resources in general, whether it be
information technology, budgeting, or assets, will be used to
achieve the goals of the organization. This is just a consistent
theme that we have seen.

Even when we knew it was separate budget documents, that an
organization was going to be undertaking a large capital project,
you wouldn’t see it reflected in the annual performance plan.
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At GAO one way that we’re trying to contribute, is by consist-
ently sending these messages back to the agencies, in both our
audit reports and in the guidance that we issue. I know in the eval-
uations that congressional staff was looking at of the annual per-
formance plans this year, that was one of the factors that they
were looking at as well.

I think it’s just a matter more and more of agencies kind of get-
ting the message and that the fiscal pressures, the pressures that
are coming from Congress, the pressures that are coming from
OMB, I think we will see more progress over time on this.

Mr. HORN. Mr. Turner, do you have some more questions you'd
like to ask? How about Ms. Norton? Chairman Franks, any more?
Well, anything else you’d like to add?

We’re going to round out panel one, and if there is something we
have missed that you’d like to make an extra comment on, feel free.

Mr. GREGORY. Just in conclusion, that the title of our report, the
“Stewardship of Federal Facilities,” applies to all levels. There has
to be a better understanding of what facilities means to the mission
of the agency. We believe that if our report is embraced with the
key items and serving as a guidance document will be a great first
step.

Mr. ?HORN. Now, have you and the OMB sat down to discuss that
report?

Ms. STANLEY. No, we haven’t. I mean, OMB briefed the com-
mittee during their deliberations, but there hasn’t been followup
action.

Mr. HORN. Is there going to be followup with them?
th. STANLEY. There’s nothing planned. We’d be very glad to do
that.

Mr. HorN. Well, I was going to say, we ought to get a letter one
way or the other out of us and suggesting they sit down and get
the ideas in their bloodstream, as well as your bloodstream and
ours and GAQ’s. So, well, we will work that out with staff and your
own staff.

Well, we thank you both for very worthwhile studies and for giv-
ing us that in-depth and overall view that is always needed if
something good is going to happen. So, thank you very much for
the work, and thank you very much for coming, presenting this to
us. We appreciate it.

The next panel is panel two, Mr. Randall Yim, the Deputy Under
Secretary of Defense for Installations of the Department of De-
fense; Mr. Thomas Garthwaite, Deputy Under Secretary for Health
of the Department of Veterans Affairs, and Mr. Garthwaite will be
accompanied by Charles Yarbrough, the Chief Facilities Manage-
ment Officer, Mr. D. Mark Catlett, the Deputy Under Secretary for
Budget; and the next witness will be Mr. Denis Galvin, Deputy Di-
rector of National Parks Service; and Mr. Rudolph Umscheid, vice
president, facilities, U.S. Postal Service.

OK. Gentlemen, I think you were in the room, and your testi-
mony will automatically go in once we call on you, and we need to
swear you in. So if you’d stand, raise your right hands, and those
behind you that are perhaps going to testify, please get all of them
up. We have seven possible witnesses.

[Witnesses affirmed.]
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Mr. HorN. OK. The clerk will note that all seven witnesses took
the oath and affirmed it.

We will now start with Mr. Randall Yim, Deputy Under Sec-
retary of Defense for Installations.

You got the, I think, the approach earlier. Your statements were
all fine. We have all read them; staff read them. We would now
like a summary, if possible, in 5 minutes. If you need to go to 6
or 8, I'm not going to be offended, especially if you spent a lot of
work on it. But, basically, I go by the rule that if they can’t explain
something in two pages, they don’t understand it. So I think you
can do that.

But go ahead, Mr. Yim.

STATEMENTS OF RANDALL YIM, ACTING DEPUTY UNDER SEC-
RETARY OF DEFENSE FOR INSTALLATIONS, DEPARTMENT
OF DEFENSE; DENIS GALVIN, DEPUTY DIRECTOR, NATIONAL
PARK SERVICE, DEPARTMENT OF THE INTERIOR; THOMAS
GARTHWAITE, DEPUTY UNDER SECRETARY FOR HEALTH,
DEPARTMENT OF VETERANS AFFAIRS, ACCOMPANIED BY
CHARLES YARBROUGH, CHIEF FACILITIES MANAGEMENT
OFFICER, AND D. MARK CATLETT, DEPUTY UNDER SEC-
RETARY FOR BUDGET; AND RUDOLPH UMSCHEID, VICE
PRESIDENT, FACILITIES, U.S. POSTAL SERVICE

Mr. YiM. Thank you, Chairman Horn and Chairman Franks and
distinguished members of these two subcommittees. I am very
pleased to be here today to discuss the Department of Defense ini-
tiatives for reshaping our installation infrastructure to support our
changing military needs.

Secretary Cohen recently testified before the House Armed Serv-
ices Committee about the important role that our installations play
in our defense missions. Installations are platforms from which di-
verse strategies and missions are executed. They contain facilities
and equipment for training and mobilizing our forces and their
communities where our people live and work. Our installation pro-
grams must enhance our readiness, our mission accomplishment
and maintain a high quality of life.

As most of you know, our military mission needs have changed.
We must be vigilant to assure that our installation structure simi-
larly changes to match these new mission requirements. To this
end, we are embarking on a series of interrelated initiatives to re-
shape our installation infrastructure. These include privatization of
housing and utilities, enhanced outleasing of underutilized real
property and facilities, competitive sourcing of noninherently gov-
ernmental functions, certain aspects of base operations, for exam-
ple, demolition of excess facilities, and construction supporting im-
proved standards and conditions for critical facilities such as our
barracks and dormitories. And let me emphasize this, and, most
importantly, authorization for two additional rounds for base clo-
sure and realignment.

We need legislative authority for additional rounds of BRAC now.
Additional BRAC has proven to be the only fair, open and realistic
way that the Department of Defense can align its base structure
to support the military’s changing mission requirements and sup-
port operations.
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We are actively seeking from Congress two additional BRAC
rounds in 2001 and 2005 to reduce what we estimate to be a 23
percent excess in our infrastructure requirements. We estimate,
and the GAO agrees, that we may save approximately $3.6 billion
per year through additional BRAC, and we sorely need to use these
funds on our enduring facilities to support high-priority programs
s%ch as readiness and modernization, quality of life, and all of the
above.

BRAC, however, is only one initiative in a multipart strategy to
reshape the DOD base structure. I spoke earlier about some. Let
me highlight a few of these.

First, on quality of life and housing in particular. When we em-
bark on our various initiatives to reshape our installation’s infra-
structure, we are not only interested in saving costs but we are
dedicated to maintaining mission readiness and protection of the
people that have served our country. So quality of life and housing
is a very important program.

Last year, we established clear goals for improving the quality of
our housing. We directed the services to program resources to
eliminate the worst of the barrack conditions our single service
members endure, that’s permanent party, gang latrine barracks, no
later than fiscal year 2008 and directed the services to continue to
implement the one plus one building construction standard.

Based on established goals the service have also developed plans
to eliminate our inventory of inadequate family housing by 2010.

Our housing privatization initiatives have progressed over the
last years. We've devolved more execution authority to the services,
while maintaining oversight within the Department. I am com-
mitted to making this program work and to move the projects to
completion. They provide very sorely needed housing for our service
members and our families.

Next, is leasing of our facilities. The Department is considering
how to better use our fallow assets, both land and buildings. Our
challenge is to determine if we can realize the unused economic
value of a property at a given installation to fund facility mainte-
nance and revitalization. We are recommending changes to our cur-
rent leasing authority, Section 2667, Title 10, of the United States
Code, that we believe could result in better economic use of our as-
sets, additional revenues, as well as cost avoidance scenarios such
as military construction.

This initiative could result in upwards of $100-$150 million of
annual revenue by the end of fiscal year 2005, but this is very im-
portant. We are going to pursue this, but let me again emphasize
that $150 million compared to $3.6 billion of savings from BRAC
is no substitute for BRAC.

Before closing, let me address briefly two other areas.

The first is real property maintenance. For fiscal year 2000, we
are requesting $5.2 billion for real property maintenance, which is
a 7 percent increase over last year’s program. Keeping our facilities
in operational and safe condition is an absolute high priority for
the Department. As you know, lack of proper maintenance, as other
witnesses have testified previously, and timely repairs leads to fa-
cilities’ failure that will jeopardize our missions and our readiness.
And we have also emphasized disposing or demolishing facilities
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that we no longer can afford to maintain, that are excess to our
needs. And, again, closing bases will free up additional real prop-
erty and maintenance funds.

Second, let me voice my support for OMB’s comments that our
proposed legislative changes on leasing, coupled with those pro-
posed by GSA and VA, will enhance the Federal assets across the
Federal Government. This is clearly a move in the right direction.

As your subcommittees consider these changes, let me add, how-
ever, one note of caution. The Department of Defense currently has
authority to implement enhanced outleasing that is in part broader
than that being considered by GSA and OMB, and I would not
want DOD to take a step backward as the rest of the Federal Gov-
ernment moves forward in this important area.

Chairman Horn, Chairman Franks, thank you and committee
members, thank you for this opportunity to present the Depart-
ment’s programs, and I'll be pleased to answer any questions.

Mr. HORN. Thank you.

[The prepared statement of Mr. Yim follows:]
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Intrdduction

Chairman Horn, Chairman Franks and distinguished members of your two Subcommittees,
thank you for the opportunity to discuss the Department of Defense’s programs for military
installations and facilities.

Secretary Cohen recently testified before Congress, and he shared two major themes
affecting military installations that I would like to repeat here. First, recognizing the important
role installations play in the defense mission, the President added funds to the fiscal year 2000
program. Second, the Secretary identified securing authority for additional rounds of Base
Realignment and Closure as his number one legislative priority. Both themes are crucial to our
overall strategy for reshaping the installation infrastructure to match the needs of our forces in the
21* Century.

Sustaining the Foundation

To keep America’s defense posture strong and enhance quality of life for our military
members and their families, our military installations and facilities must be sound. Installations
are the platforms from which our forces successfully execute their diverse strategies and missions.
Installations are not only where we maintain and deploy weapons systems, and train and mobilize
forces for combat, they are also where our forces live, work and become members of local
communities. The Department’s programs for military construction, family housing and real
property maintenance revitalize and strengthen that foundation. We must sustain and reshape that
foundation so that military facilities and housing do not undermine readiness, compromise
missjons or reduce quality of life.

Reshaping the Installation Infrastructure

The Department is committed to reshaping its base structure. At his budget briefing on the
first of February, Secretary Cohen stated, “We are eliminating excess infrastructure, notably
through the Base Realignment and Closure Process or BRAC, and our greatest need right now is
for congressional approval of two additional rounds in the years 2001 and 2005, which would save
us an additional $3 billion a year.” Implementing two more rounds of base realignments and
closures will eliminate excess infrastructure and focus scarce defense dollars on modernization
efforts, force readiness, quality of life for our soldiers and their families, and other interests vital to
a strong national defense. Yet BRAC is much more than an excess property disposal exercise. It
is an integral and inextricable part our readiness and modermization plans as we “right-size” and
reshape our installations to match changing military mission requirements.

Furthermore, BRAC is only one initiative in a multi-part strategy to reshape and make
more cost efficient the DoD installation structure. Other important initiatives involve privatization
of housing and utilities; enhanced out-leasing of underutilized real property and facilities;
competitive sourcing of non-inh ly gover | functions; improved standards and
conditions for critical facilities, such as barracks or dormitories; demolition of excess facilities;
energy conservation; and restructuring. All these initiatives must be pursued. They complement
each other, but no single initiative, or set of initiatives, can substitute for another.
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Sustaining owr installations’ foundation and reshaping our infrastructure are critical to the
revolutions in military affairs and business affairs. Today, I will describe the various ways we
propose to accomplish both objectives.

Overview of the Military Base Structure

‘The Department’s real property plant replacement value is currently valued at about $575
billion. Lack of proper maintenance and timely repair for necessary facilities leads to failures that
jeopardize military missions and readiness, as well as quality of life. Expensive renovations often
result. Proper maintenance and repair saves money in the long run by preventing deterioration that
often results in wasted utilities and emergency fixes that are costly and disruptive. Further,
maintenance and repair helps ensure an environment of enhanced worker safety. Keeping facilities
operational enables them to contribute to high mission capability. A modem, well kept
maintenance shop will reduce downtime for a tank or an airplane, and enable such weapon systems
to continue operating at a fraction of the cost of buying additional weapons.

Military Construction Budget

For fiscal year 2000, the Department is requesting a program of $8.5 billion for military
construction, funded with a combination of FY 2000 appropriations and FY 2001 advance
appropriations. This includes funds for nearly 300 construction projects, for implementing prior
rounds of base realignments and closures, for the NATO security invesunent program, for
planning, design and minor construction, for operation and maintenance of family housing, and for
the construction of aew or improved family housing. The fiscal year 2000 military construction
program is 11 percent more than the President’s budget for fiscal year 1999, This increase reflects
the effort of the Department and the President to address facility needs.

Real Property Maintenanece Budget

Maintenance and repair are vital to protecting our investment in facilities. For fiscal year
2000, we are requesting $5.2 billion for real property maintenance, an increase over the
appropriated fiscal year 1999 program of $4.9 billion. Getting the most from each maintenance
and repair dollar requires that the Department manage its facilities effectively and eliminate
unneeded facilities, either by disposing or demolishing excess facilities or by closing unneeded
bases.

Reshaping the Infrastructure

The Department is pursuing various initiatives that will reshape its infrastructure,
Eliminating unneeded installations through additional base realignments and closures is the
foremost initiative, I would like to discuss cur BRAC legislative proposal in some detail and then
describe the other strategies that, together, will reduce the size of the Department’s base structure,
restructure it to match changing mission requi and enb better cost efficient
management of its facilities.
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Additional BRAC Authority

As the Secretary recently stated before the Tllinois State House of Representatives, “vast
sums of money that we waste on unneeded facilities are robbing our men and women in uniform of
needed training, of modern weapons and of a better quality of life.” That sums up two important
points: We continue to maintain excess base capacity, and the savings from two future BRAC
rounds can be better spent on other needs.

On April 2, 1998, the Secretary of Defense forwarded his report on Base Realignment and
Closures to Congress. Central themes of this report are: 1) Even after four previous rounds of
BRAC, we still have more infrastructure (approximately 23 percent) than needed; 2) Additional
rounds of BRAC in 2001 and 2005 would yield savings of over $20 billion in the years 2008-2015,
the period covered by the Quadrennial Defense Review, and save approximately $3 billion every
year thereafter; 3) BRAC is critical to the success of our defense strategy; 4) BRAC can spur
economic growth and development; and 5) Now is when we must plan for defense in the 21st
century so timely BRAC authorization is essential.

The major points of that analysis are still very relevant today. We have far more
infrastructure than we need or can afford. At the end of BRAC 95, both then-Secretary William
Perry and the Chairman of the 1995 Base Realignment and Closure Commission commented that
more closures were required. Our 36 percent force structure reduction has not been offset by an
appropriate reduction in our base capacity, which has only been reduced 21 percent through the
four current BRAC rounds. The estimated 23 percent excess base capacity exists right now, and
that excess continues to draw resources away from our fighting forces. We really need to reverse
that. But we need to do more than just eliminate excess base capacity. We need to “reshape” our
entire infrastructure by properly aligning base structure to support the military’s changing mission
requirements and support operations. This requirement adds a different dimension to future
BRAC authority, and it makes securing that authority even more essential.

‘We have determined that two future BRAC rounds in 2001 and 2005 are required to
address the excess problem and reshape our infrastructure. We have also estimated that these two
future rounds could generate approximately $3 billion in annual recurring savings starting at the
end of the implementation period. Those funds, together with the accumulated net savings up to
that point, will go a long way toward supporting our future force structure.

We need legislative authority now. BRAC provides a fair and open process to closing
bases. Alternative approaches to identify specific bases to close have not been successful, because
they have not been based on a fair evaluation of all bases, audited by an independent Commission,
or made transparent to the public.

We need to ensure that we have the resources available to meet our future needs. Absent
BRAC authority, we would need to identify other potential sources of funding, whether they be
further cuts in infrastructure (leading to a further deterioration in facility readiness and quality of
life), further cuts in force structure, or reductions in training and force readiness. For these
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reasons, the Chairman and Joint Chiefs of Staff believe that the BRAC process is critical to ensure
the readiness of our forces and enable the Department to modernize its weapons.

Additional BRAC rounds also will permit the Department to align its base structure to
support the military’s changing mission requir and support operations. Each of the major
Defense Reform Initiative (DRI) thrusts - reorganization, civilian reductions, consolidations,
outsourcing and BRAC - contribute to these goals. Some will generate savings or revenue. We
expect outleasing of underutilized property to provide at least $100 million per year compared to
BRAC saving in excess of $3 billion a year. None will achieve needed reforms alone; each
contributes to the effectiveness of the others. Without BRAC, the effectiveness of other reforms
will be diminished. Eliminating the uncertainty of future BRAC rounds as soon as possible will
permit us to plan on how to use this tool as part of our overall DRI implementation strategy.

Overseas Realignments

To date, the Secretary of Defense has announced his intention to return or reduce
operations at 975 overseas sites. Since 1990, the result is a 58 percent reduction in our
infrastructure overseas; a 63 percent reduction in Europe. The Department has established the
European theater enduring force structure at about 100,000 personnel and a Pacific Theater
enduring force structure of about 100,000. Hence, for the most part the Department has completed
its planned realignments overseas.

Demolishing Excess Facilities

Installation cc ders have repeatedly reported that they often are forced to divert scarce
resources to operate and maintain obsolete and excess structures. Such O&M costs come at the
expense of more important requirements, and could be avoided by investing in the demolition and
disposal of these excess facilities. In 1997, the Military Services surveyed their installations and
identified over 80 million square feet of buildings, including more than 8,300 individual
structures, which could be demolished in the near term.

In May 1998, Secretary Cohen directed the Military Services to fund elimination of the 80
million square feet by 2003. In fiscal year 1998, the Department eliminated about sixteen million
square feet, exceeding the fiscal year 1998 goal of eleven million. In fiscal year 1999, the
Department plans to eliminate an additional 14 million square feet. At the same time, DoD
continues to identify additional excess facilities and structures with an eye on further savings.

Privatizing Utility Systems

The Department spends nearly $2.5 billion a year on energy for its installations, consuming
over 70 percent of the energy used by all federal facilities. Nonetheless we are falling behind in
caring for and replacing the utility delivery systems which we maintain. Our utility privatization is
a new approach to solving this problem. By relying on the private sector to upgrade and maintain
our utility infrastructure we expect to concentrate our management focus on energy use and cost
and more efficiently address our total energy needs.
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Congress has provided DoD authority to convey all Defense utility systems, including
electric, water, wastewater and natural gas, as well as steam, hot and chilled water and
telecommunications systems. Our current focus, as captured by a Defense Reform Initiative
(DRI), is to privatize all electric, water, wastewater and natural gas systems. The objective is to
get the Department out of the business of owning, managing and operating these systems.
Competition for ownership of the utility infrastructure and leveraging of private sector capital is
key to effectively resourcing the DoD energy requirement.

The Services have submitted plans to privatize their utility systems in these four categories
by September 2003. Two major interim milestones will help monitor the success of this
undertaking: 1) all analyses will be completed by September 30, 2000, and 2) all solicitations will
be released not later than September 30, 2001. While this initiative is in its early stages, I believe
it has great promise for expansion. For example, although not part the initial plans, I intend to also
review our telecommunications systems for possible privatization to assist our installations in
meeting modern information technology chailenges.

Because of the diverse utility systems under consideration and the changing nature of the
energy industry, we have already identified legislative chang y to meet our goals. We
have requested authority to allow the use of military construction funds specifically appropriated
for construction, repair or replacement of a utility system to upgrade the system prior to
conveyance to private ownership. Improving outdated utility systems to the current standards of
efficiency will facilitate the transfer to private ownership and save the Department money in the
long run through lower operation and maintenance costs. We have also discovered that the current
contractual limit of ten years is not long enough to allow favorable private sector financing for
these projects. We have asked Congress for relief from that restriction.

Privatizing Family Housing

Our family housing privatization initiative is another example of innovative use of private
sector capital and expertise in a more mature program. DoD maintains over 300,000 military
family housing units of which approximately 200,000 require renovation or replacement.
Completing this work via our traditional military construction approach would cost an estimated
$20 billion and take 30-40 years. In 1996 Congress enacted the Military Housing Privatization
Initiative. This Initiative provides DoD with a variety of authorities to obtain private sector
financing, expertise, and management to revitalize military housing. The new authorities were
provided for a five-year test period and permit:

(1) Guarantees, both for loans and rental occupancy
(2) Conveyance or lease of existing property and facilities

(3) Differential pay to suppl service bers housing allowances
(BAQ/VHA)

(4) Investments, both limited partnerships and stock/bond ownership

(5) Direct Loans

During first two years of the test period, we established the policies and procedures
necessary to implement the initiative. We also worked aggressively to increase awareness and
understanding of this program in both the commercial real estate and financial communities. We
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reached out electronically via an Internet Home Page (hitp://www.acq.osd.mil/iai/hrso). Interest
in the program has been high — the home page, for example, has been receiving over 200 hits per
day. :

In addition to laying the programmatic foundations for housing privatization, we actively
tested the new tools in projects that raised many unanticipated issues as they moved through the
process.  The revolutionary nature of these projects required working through many legal issues
related to the Federal Acquisition Regulations and Federal Property Regulations. Some

[ 1y new insir , such as base closure guarantees, raised complicated questions

¥

regarding trigger mechanisms and budget implications of government Hability.

After the first two years, we had learned much about how to use the new authorities, but we
noted that normal military construction projects were being delayed pending decisions about
privatization. In order to speed implementation through all available means; we devolved more
execution authority to the Military Dep while maintaining basic oversight within OSD.

We have compileted three privatization projects to date, totaling a litle more than 1000
houses. We have another seven projects currently in solicitation and expect to advertise six more
projects in the next two months, While there is still much work to do, our housing privatization
authorities allow an exciting new way of doing business and are critical to providing quality
housing over the long haul.

Energy Management and Utility Procurement

The Department continues to make great progress in reducing its energy consurption. In
buildings and other facilities alone, energy use per square foot has come down over 19 percent
since 1985. The DoD spends over 32 billion on energy for its buildings and facilities each year.
Conserving energy, therefore, saves substantial amounts of money as well as benefits the
environment,

Qur strategy to reduce energy consumption has two parts; one directed at what we own
currently, the other at what we plan to build. The strategy for existing structures focuses on using
-public and private sector capital to finance energy-savings investments through shared savings
contracts and area-wide agreements. The Department has multi-regional Energy Savings .
Performance Contracts (available for use by all Military Services and Defense Agencies), covering
all fifty states and the District of Columbia, with a combined private sector investment capacity of
$3.2 billion. Additiopally, where it makes sense, we continue to pursue demand-side management
agreements with public utilities. In fiscal year 1997, these agreements resulted in the Department
saving more than 817 billion BTUs and $15 million.

The strategy for reducing energy consumption in new buildings calls on the Military
Departments to take advantage of new design techniques and energy efficient materials to increase
energy efficiency. We intend to use the principles of “sustainable design™ in all construction
designed after fiscal year 2000, where it has been determined to produce the lowest life-cycle
costs. Sustainable design methods use the most energy efficient and environmentally sustainable
products, optimize architectural design to incorporate local natural conditions (such as day-lighting
and passive/active solar and solar-thermai applications) and provide for indoor workplace
environmental quality. Demonstration projects undertaken by the Military Departments have
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shown this approach to design produces 30 to 50 percent in energy savings with minimal
investment.

Aside from our initiatives for existing or new facilities, a2 Defense Reform Initiative to
stand up the Defense Energy Support Center is continuing to enbance our efforts to increase
energy efficiency. The Center is becoming involved in all facets of our energy program and we
believe it has significant potential for making an important contribution to the Department’s
conservation efforts.

Outlease Underutilized Property

The Department continues to seek ways to meet its unfunded military construction and
operations and maintenance requirements. One method under consideration concerns better use of
fallow assets, both land and buildings. The challenge is to determine if DoD can realize the
unused economic value of its real property to fund facility maintenance and revitalization. To that
end, the Department performed 2 formal review of ways to enhance the efficiency and readiness of
DoD facilities by actively marketing unused and underused, non-excess, real property to the
private sector.

Last year, Congress asked the Department to report on efforts to identify non-excess
property and surplus capacity for lease; the pros and cons of leasing such property and surplus
capacity on military installations; an Air Force proposal to generate base-level efficiencies at
Brooks Air Force Base, Texas, and a Navy proposal for commercial development of Ford Island,
Hawaii. We have determined the Department’s non-excess property and surplus capacity may
have unrealized economic value. When there is a long term nezd to retain such property, long
term leases could generate added value, either cash or in-kind consideration, to fund infrastructure-
accounts.

The authority to lease non-excess property under Section 2667, title 10, United States Code
(U.S.C.) has permitted the Department to put 2 modest amount of its non-excess, but otherwise not
fully utilized property, to productive use by allowing non-federal entities (state and local
governments and private sector firms) to use it. Moreover, the proceeds from those leases have
been used to supplement chronically underfunded accounts for maintenance and repair services
and for environmental restoration, However, Section 2667, title 10, U.S.C. has some limitations.
If the limitations which impact the benefits to be derived from this authority were remedied, the
Department could use its non-excess, but not fully used property more effectively and, could
further reduce its installation support costs.

There are three key components to effective out-leasing of government property. First,
lease terms should be structured to accommodate the business plan being proposed. Second, the
consideration to be received, either cash or in kind services should cover a broad range of services
to include construction and be available to be applied at locations other than the site of the lease.
Third, this program will not be ful unless there is an incentive for facility managers to
effect these leases and that means that the agency, or installation in this case, will be able to invest
the proceeds to meet other capital and/or one-time needs. With the proper incentives such as
flexibility in lease terms, and the flexibility to negotiate various types of consideration, DoD as
well as the other federal agencies can take a huge step toward better utilization of existing real
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property assets and create an entrepreneurial environment that results in better quality facilities for
people to live and work.

1 01

Enhanced-use leasing, one of a comp ive restructuring initiative to reshape
the Department’s military base structure to meet the needs of the 21st century, is but one element
of this strategy. The other significant clements of this strategy are competitive sourcing,
privatization, and base closure.

To that end, the Department intends to establish and oversee special action teams at the
military department level. These special action teams, or red teams, will provide targeted,
aggressive assi e to field el in support of the new enhanced-use leasing authority, and
in fostering housing and utilities privatization, accelerating base reuse at closing military bases,
and expanding competitive sourcing opportunities. The Department’s unified approach to
reducing base support costs, will not only leverage the inherent benefits of the recommended
enhanced-use lease authority, but it will also take advantage of the potential synergies of
combining competitive sourcing and privatization at installations best suited for those initiatives.
‘We are pulling all of these initiatives into a Facilities Strategic Plan.

Facilities Strategic Planning

The DoD invests billions of doliars each year to acquire, construct, operate, maintain,
repair and dispose of its physical plant. These assets are essential to readiness and operations,
because military forces cannot train or perform missions effectively in the absence of highly
capable facilities. The Department lacked a consolidated long-range plan for its facilities, instead
often relying on stand-alone programs oriented around specific appropriations, military services,
facility types or locations.

To improve this situation, we created a Defense Facilities Strategic Plan framework as well
as a process for reviewing and renewing the plan regularly. We used an inter-Departmental
working group to develop the framework and are using the DoD Installations Policy Board for
review and oversight. Our goal is to establish a process where plans, programs, and initiatives are
integrated with a DoD vision, mission, goals, tools, resources and metrics. We merged existing
initiatives with the framework, and are beginning the process of developing new initiatives within
the context of the plan. We intend to correlate the plan with Defense Planning Guidance and
update it every other year.

The Department is making good progress on its ongoing initiatives under the strategic plan.
Among these initiatives, some discussed earlier, are plans to upgrade barracks, privatize family
housing, and accelerate demolition and disposal of obsolete buildings. Other efforts, such as
privatizing utility systems, more competitive sourcing for facility requirements and developing a
facility aging model, are well underway with positive results starting to show. In the near future,
we will undertake several new initiatives within the context of the strategic plan. These new
initiatives include increasing joint use of facilities, improving real property reporting systems, and
an assessment of the various facility condition assessment systems in place within the Department.

The result of our emphasis on such initiatives will be significantly enhanced management
of and planning for the Department’s investment in its facilities. Our continuing efforts to develop

9
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and effect a Facilities Strategic Plan will help us determine the right size of the defense plant
account, the right quality of our facilities, the right information and the right resources to satisfy
requirements.

Conclusion
This concludes my prepared testimony. In closing, Mr. Chairmen, I thank you for giving
me this opportunity to describe the comprehensive and integrated Department of Defense’s

installations’ and f